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HAND DELIVERED 

Ms. Lori Wrotenbery, Director 
Oil Conservation Division 
1220 South Saint Francis Drive 
Santa Fe, New Mexico 87505 

Re: NMOCD Case 12731 
Application of TMBR/Sharp Drilling, Inc. 
for an order staying Division approval of two 
applications for permits to drill to David 
H. Arrington Oil & Gas, Inc., 
Lea County, New Mexico 

Dear Ms. Wrotenbery: 

On behalf of TMBR/Sharp, Inc., please find enclosed our referenced 
application which has been set for hearing on September 20, 2001. 

cc: Michael E. Stogner, OCD Hearing Examiner 
David Brooks, OCD Attorney 
Chris Williams 

Supervisory (OCD-Hobbs) 
Gene Gallegos, Esq. 

Attorney for David H. Arrington Oil & Gas, Inc. 
TMBR/Sharp Drilling, Inc. 

attn: Tom Brown 
c/o Susan Richardson, Esq. 



STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE APPLICATION OF 
TMBR/SHARP DRILLING, INC. FOR AN ORDER 
STAYING DIVISION APPROVAL OF TWO 
APPLICATIONS FOR PERMIT TO DRILL BY 
DAVID H. ARRINGTON OIL & GAS, INC. 
LEA COUNTY, NEW MEXICO 

CASE NO. 12731 

APPLICATION OF TMBR/SHARP DRILLING, INC. 
FOR AN ORDER 

STAYING 
DAVID H. ARRINGTON ODL, & GAS INC. 

FROM COMMENCING OPERATIONS 

Comes now TMBR/Sharp Drilling, INC. ("TMBR/Sharp") by its attorneys, 
Kellahin & Kellahin, applies to the New Mexico Oil Conservation Division for an order 
staying David H. Arrington Oil & Gas, Inc.'s ("Arrington") applications for permit and 
from commencing operations to drill the Triple Hackle Dragon 25 Well No. 1, W/2 
Section 25, T16S, R35E and the Blue Drake 23 Well No. 1, E/2 Section 23, T16S, 
R35E, Lea County, New Mexico pending a final adjudication of ownership in District 
Court Cause CV-2001-315C, Lea County, New Mexico; 

And in support states: 

R E L I E F REQUESTED 

(1) There exists a dispute between TMBR/Sharp Drilling, Inc. ("TMBR/Sharp") 
and David H. Arrington Oil & Gas Inc. ("Arrington") over operations in the E/2 of 
Section 25 and the E/2 of Section 23, T16S, R35E, NMPM, Lea County, New Mexico. 
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(2) Both TMBR/Sharp and Arrington have filed with the Division (OCD-Hobbs) 
competing Applications for Permit to Drill ("APD"). 

(3) The competing APDs are in conflict with each other in that the drilling of these 
two wells by one party will preclude the drilling of the other two wells by the other 
party. 

(4) The District Supervisor of the Hobbs Office of the Division has approved the 
two Arrington APDs and correspondingly denied the two TMBR/Sharp APDs and in 
doing so has favored one title claimant over another. 

(5) In doing so, the District Supervisor has entered a letter/order which has 
effectively determined a title dispute in favor of Arrington and which will cause 
TMBR/Sharp's leases to expire for failure to commence a well within the term required 
for continuous development. 

(6) This matter involves a title dispute between the parties which is now the subject 
of litigation filed with the District Court Clerk, Lea County, New Mexico. 

(7) By letter dated August 27, 2001, David H. Arrington Oil & Gas Inc. 
acknowledged receipt of TMBR/Sharp's application for an Emergency Order filed on 
August 24, 2001 and agreed that it will not commence operations on either well until 
after this matter comes before the Division for hearing on the next available Examiner 
hearing docket; See Exhibit 1. 

(8) This case has been set for hearing on the September 20, 2001 Division 
Examiner's hearing docket. 

(9) There is good cause to issue an order in this matter in order to maintain the 
status quo and preclude any party from gaining an unfair advantage over another while 
this matter is addressed by the District Court. 

(10) The Director of Division has primary jurisdiction over actions taken by the 
District Supervisor and must now take action to preclude Arrington from commencing the 
drilling of these wells pending a resolution of the dispute between Arrington and 
TMBR/Sharp; See 19 NMAC 15.C.102; 19 NMAC 15.M.1101; 



NMOCD APPLICATION 
TMBR/SHARP DRILLING, INC. 
-PAGE 3-

INTRODUCTION 

(11) On July 19, 2001, Arrington filed an application for permit to drill ("APD" 
including Division Form C-101 and Form C-102) and obtained approval from the OCD-
Hobbs to drill the Triple Hackle Dragon 25 Well No. 1 in the N/2 of Section 25, T16S, 
R35E, Lea County, New Mexico. See Exhibit 2 

(12) On July 30, 2001, Arrington filed an application for permit to drill ("APD" 
including Division Form C-l-1 and Form C-102) and obtained approval from the OCD-
Hobbs to drill the Blue Drake 23 Well No. 1 in the E/2 of Section 23, T16S, R35E, Lea 
County, New Mexico. See Exhibit 3 

(13) Arrington's right to drill and operate these wells is predicated upon his 
assumption that two oil & gas leases held by TMBR/Sharp had expired and that two "top 
leases" now held by Arrington are in effect. 

(14) Arrington certified on Division Forms C-101 and C-102 that it was the 
operator for these two wells. 

(15) Based upon information and belief, Arrington's certifications were false 
because, at the time filed its APDs, it did not have a working interest ownership in either 
spacing unit and therefore was not the operator. 

(16) TMBR/Sharp contends that the disputed lease acreage is subject to a July 1, 
1998 Operating Agreement (See Exhibit 4) and that its leases of the disputed lease 
acreage were perpetuated by TMBR/Sharp's drilling of the Blue Fin "24" Well No. 1 
which was dedicated to a 320-acre gas spacing and proration unit consisting of the W/2 
of Section 24, T16S, R35E. See Exhibit 5. 

(17) On August 8, 2001, the OCD-Hobbs issued a letter/order denying 
TMBR/Sharp's permit to drill its Blue Fin 25 Well No. 1 to be dedicated to a 320-acre 
spacing unit consisting of the W/2 of Section 25, T16S, R35E stating that the permit 
granted to Arrington for his Triple Hackle Dragon Well No. 1 with a N/2 spacing unit 
orientation precluded the approval of TMBR/Sharp's application. See Exhibit 6. 



NMOCD APPLICATION 
TMBR/SHARP DRILLING, INC. 
-PAGE 4-

(18) On August 8, 2001, the OCD-Hobbs issued a letter/order denying 
TMBR/Sharp's permit to drill its Leavelle 23 Well No. 1 to be dedicated to a 320-acre 
spacing unit consisting of the E/2 of Section 23, T16S, R35E stating that the permit 
granted to Arrington for his Blue Drake 23 Well No. 1 also with a W/2 spacing unit 
orientation precluded the approval of TMBR/Sharp's application. See Exhibit 7. 

(19) On August 21, 2001, TMBR/Sharp filed litigation in the Fifth Judicial District 
Court, Lea County, New Mexico seeking a judicial determination, among other things, 
of TMBR/Sharp's right to drill and operate wells on the disputed lease acreage. See 
Exhibit 8. 

BACKGROUND 

(20) Effective December 7, 1997, Madeline Stokes entered into an oil and gas 
lease with Ameristate Oil & Gas, Inc. ("Stokes Lease") covering, among other lands, the 
NW/4SW/4 and NW/4 of Section 24, T16S, R35E, Lea County, New Mexico; 

(21) Effective December 7, 1997, Erma Stokes Hamilton entered into an oil and 
gas lease with Ameristate Oil & Gas, Inc. ("Hamilton Lease") covering, among other 
lands, the NW/4SW/4 and NW/4 of Section 24, T16S, R35E, Lea County, New Mexico; 

(22) The primary term for both of these leases ended at midnight June 6, 2001; 

(23) TMBR/Sharp is successor to Ameristate. 

(24) Effective July 1, 1998, TMBR/Sharp entered into an operating agreement 
covering lands in Lea County, New Mexico including the Hamilton and Stokes' lands. 

(25) On November 17, 2000, TMBR/Sharp as operator under this operating 
agreement, filed an application for permit to drill its Blue Fin "24" Well No. 1 and to 
dedicate a 320-acre gas spacing and proration unit consisting of the W/2 of Section 24 
to the well. The permit was approved on November 22, 2000 by the OCD. 

(26) On March 29, 2001 TMBR/Sharp commenced drilling and on June 29, 2001 
completed its Blue Fin 24 Well No. 1 for production from the North Townsend 
Mississippian Gas Pool. 
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(27) TMBR/Sharp contends that its drilling and completion of the Blue Fin 24 Well 
No. 1 was sufficient to extend the Hamilton and Stokes leases beyond their primary 
terms. 

(28) On March 27, 2001, Madeline Stokes entered into an oil and gas lease with 
James D. Huff ("Stokes-Huff top lease") which covered the same lands as her lease to 
Ameristate. 

(29) On March 27, 2001, Erma Stokes Hamilton entered into an oil and gas lease 
with James D. Huff ("Hamilton-Huff top lease") which covered the same lands as her 
lease to Ameristate. 

(30) On information and belief, Arrington controls some or all of the operating 
rights in the Hamilton-Huff top lease and the Stokes-Huff top lease. 

(31) On information and belief, Arrington obtained approval of its applications for 
permits to drill based upon a claim of interest in the Hamilton top lease and the Stokes 
top lease. 

(32) The applications for permit to drill ("APDs") filed by Arrington has prevented 
TMBR/Sharp from exercising its rights and fulfilling its obligations under the Stokes and 
Hamilton leases. 

(33) TMBR/Sharp attempted to drill two additional wells in accordance with the 
provisions of the Stokes and Hamilton leases but was denied permits by the NMOCD 
because APD's had already been approved for Arrington. 

(34) TMBR/Sharp has commenced litigation seeking, among other things, a 
declaratory judgment from the District Court that the Stokes and Hamilton Lease have 
been extended beyond their primary term and are in full force and effect because 
TMBR/Sharp was drilling upon lands properly pooled with lands covered by these leases 
across the expiration of the primary terms of those leases. 

CONCLUSION 

(35) TMBR/Sharp's correlative rights will be impaired if Arrington decides to 
proceed with either of these wells prior to having this matter resolved either voluntarily 
or by the district court. 
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(36) The entry of an Order by the Division will maintain the status quo and will 
not harm Arrington. 

(37) TMBR/Sharp requests that: 

(a) David H. Arrington Oil & Gas Inc. is hereby stayed from commencing 
operations on its Blue Drake 23 Well No. 1 (API #30-025-35644) within 
the E/2 of Section 23, T16S, R35E, Lea County, New Mexico, pending a 
final adjudication of District Court Cause CV-2001-315C, Lea County, 
New Mexico; and 

(b) David H. Arrington Oil & Gas Inc. is hereby stayed from commencing 
operations on its Triple Hackle Dragon 25 Well No. 1 (API #30-025-35644) 
within the W/2 of Section 25, T16S, R35E, Lea County, New Mexico, 
pending a final adjudication of District Court Cause CV-2001-315C, Lea 
County, New Mexico. 

W. THCMAS KELLAHIN 
KELLAHIN & KELLAHIN 
P. O. Box 2265 
Santa Fe, New Mexico 87501 
(505) 982-4285 
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cn 
August 27, 2001 ro 

HAND DELIVERED r_, 

Lori Wrotenbery, Director -r1 

Oil Conservation Division — 
New Mexico Department of Energy, 

Minerals and Natural Resources 
1200 South Saint Francis Drive 
Santa Fe, New Mexico 87505 

Re: Request of TMBR/Sharp Drilling for an Emergency Order Staying David H. Arrington 
Oil & Gas, Inc. from commencing operations pending hearing. 

Dear Ms. Wrotenbery; 

On August 24, 2001, I was served with the Application of TMBR/Sharp Drilling, Inc. for an Emergency 
Order Staying David H. Arrington Oil & Gas, Inc. from commencing operations on its proposed Triple 
Hackle Dragon 25 Well No. 1 in the W/2 of Section 25, Township 16 South, Range 35 East and the 
Blue Drake 23 Well No. 1 in the E/2 of Section 23, Township 16 South, Range 35 East, NMPM Lea 
County, New Mexico. I was advised by W. Thomas Kellahin, attorney for TMBR/Sharp Drilling, that 
the Application for Emergency Order would be heard by the Division at 8:00 a. m. on Monday, August 
28, 2001. 

I will not be representing David H. Arrington Oil & Gas, Inc. in this matter and have been advised that 
at this time Arrington has not determine who will represent David H. Arrington Oil & Gas, Inc. in this 
and related proceedings. However, I am the attorney for Arrington in other matters and contacted Mr. 
Jeffery G. Bane at Arrington's office concerning the Application for an Emergency Order. I have been 
authorized by Arrington to advise the Division that Arrington Oil & Gas, Inc. will not commence 
operations on either the Triple Hackle Dragon 23 Well No. 1 nor the Blue Drake 23 Well No. 1 until 
after this matter comes before the Division for hearing on the next available Examiner hearing docket 
which we understand to be scheduled for September 20, 2001. 

Vary truly yours> i 

William F. Carr 

Cc: Jeffery G. Bane 
David H. Arrington Oil & Gas, Inc. 
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Fcat&onte 

1980' 
Nerfe'SutlklK 

South 660' Lea 
' Proposed Bottom Hole Locarion If Different From Surface 

5*dcn Twmliip L a i * 7 M fatttbF 

1 Proposed fool I 

Townsend Misw«ippian; AJdhtK. 

Cwrry 

'rrcptwdPaoli 

' ' W s r t T v f * f a i l . "WrIiTjFpcCod* 

fc. . Gas 
" - . ' " y 

NO 13.400' 

Rotary 
"* Uu» 7n« C*k 

Patterson 

' Growrf Level BmUn 

2252! 

ASAP 

Hob SIM 

7 7/8" 

* Proposed Casing aad Cement Program 

13 3/8" 
8 5/8" 

54'^ 

121L 
17# 

Sttk>tD«pvh 

_450' 
4900' 

.13,400/ 

Sadu of Cement GMifluudTOC 

500sx,s .i^irculajs, _„ 
Circulate 

1200 sxs .j 5QQ'afrove , 
i upper most t>oyfrs 

" DrtcSbeitp«pwdpretrvn. IfAl*ippllcttton i»toDtWENtu- M.UG BACK, |it*fl»feuoe th*j>r«uiutonylueii»8t^^p«?^o»»pre<teriy»aBfw. ^_ 

Deient* tic Mewow prwtoboa prapim. i/wy. Uw> .AitfeoiJ lirarti ifoseewwy. ^ ^ ^ ^ 2 ^ ^ J ^ ^ C ^ 

Set surface casing al 450*. Circulate cement to surface. Drill 11" bole to 4900'. Set 8 5/8" intermediate ensiog at 
4900'. Circulate cement to surface. Install and test BOPMo 5000psi. Drill 7 7/8" hole to 13,400'. DST any 
prospective pays. Run 5 '/J" production casing through Mississippian if justified. 

Permit Expires 1 Year From Approval 
Date Unless Diilling Underway 

u 1 hereby certify tU ia&onuion gym »txr<* i» m» *fl* o«"ple<e to th. U*t 

of my knowi«djej^J b«l»*f., 

Tit* Geologist 
DM: 07/25/2001 J W (915)682^685 

OIL CONSERVATION DIVISION 

App*»*<4 by. 
—rral KttuU— 

Approval Oto JUL » 0 ZlJft' 
Geologist 

CcntSdanitf Approvifc 

Asactod d 



Sent By: COTTON BLEDSOE; 915 682 3672 ; 23 A j g 01 2:1SPy;_ob 3 7 6 ; - a g e 3 M 3 

F 6. S e n 960 
Hob&t. NM 68241-1980 

TOW1 
rower 00 

A I W K I . NU 8821 1 -Q719 

tit 
1000 Rio Brazos Rd. 
Alice, NU 07410 

S U U of N«w Ucxko 
Iflaerala, and Natural Raaaurc** » „,«rtxn*nt 

OIL CONSERVATION DIVISION 
P. O. Box 2069 

Santa Fo, Nsir M»XlOO e?60-i-20BB 

form C-I0J 

loiliiiiilwt »*• kack 

! • Us* AaprvsrlaHa 

91*4'^ 0fr<. 
t m i - 4 evpin 

Q AMENDED REPORT 

WBftae 
somo f«. NM 8750̂ -2088 LOCATION AND ACREAGE DEDICATION PLAT 

JD-OXG- KtiJiA ?&ZfO I Town8«nd Mississippian AfOS-fh 
rr»Hrtj Co4» 

> aenn 'OCSta W.. 

005898 

BLUE DRAKE 33 
* 9»«T*<M Mam* 

DAVID H. ARRINGTON OIL t> GAS COMPANY 

• V«U NtUakM 

1 

* SURFACE LOCATION 
UL er Isi a*. •MtJva Ttnchlp iuaf« 1*1 144 f*ii tnm Ux 

I 83 18 SOUTH 35 EAST, N.X.P.al. 1090' | SOUTH 880' SA8T ISA 

"BOTTOM HOLE LOCATION IF DIFFERENT FROM SURFACE 
UL of lot aa.| a*tu«« 

1 
ttttaaMa lUaf* tat M» P««t tr»m l i t Norta/BtuUt Uat f»«l t r i m U M | *Mi /»««t iln» Coualj 

" B»*J»»U4 MTM 

320 
" J . I B V or laftU » C»M^M*U«a Co4t >»Pr*»r 

NO AUOWABU *WA 81 ASSIUNBO TO THIS C0MPLZT1ON UNTIL AU. INTERESTS HAVE BEEN 
CONSOLIDATED OR A NON—STANDARD UNIT HAS BEEN APPROVBD BY TH* DIVISION 

OPERATOR CERTIFICATION 
/ hereby certify Ihot Ins information 
contained fman ir true off eom/Htft 
fo ft* but of my knowledge ot* Met. 

Danny 
nu« 
Geologist 
B4U 
7/25/01 

SURVEYOR CERTIFICATION 
I hereby ceftify that tha welt 
Jptotfo* thorn on this ptot *os 
plotted from fietd notes of velvet 
survey* made by me Or under 
my supervision, w>d (not th* 
tome is true ond correct to the 
best of my beHef, 

V ..VMM 

8EZN&« | * 

I .tr>p #77«» W / .I .C.P < 



EXHIBIT "A" 
Attached to that certain Lett Agreement 

dated July 1, 1998 

MODEL FORM 

A.A.P.L. FO ,610-1982 

ING AGREEMENT 

mt^l *dn« •nck.iiicrd U ttiilma, I f Hit 

IKJIKM AttaTMWn** NaoWwUriftrajo 

OPERATING AGREEMENT 

DATED 

Ju ly 1 | q 98 

OPERATOR TMBR/SHARP DRILLING, INC. 

CONTRACT AREA Sect ion 13: SE/4, Section 24: A l l , Section 25: NW/4. 

a l l i n T-16-S, R-35-E 

COUNTY OR flXJHSH OF LEA STATE OF NEW MEXICO 

COPYRIGHT 19*2 — A L L RIOHTS RESERVED 

AMERICAN ASSOCIATION OF PETROLEUM 

LANDMEN. 2408 CONTINENTAL LITE BUILDING, 

FORT WORTH. TEXAS, 76102, APPROVED FORM. 

A . A . P . L . N O . 610 19S2 R E V I S E D 



A.A.P.L. FORM 610 - M ^ i i L FORM, OPERATING AGREEMENT - t982 

OPERATING AGREEMENT 

THIS AGREEMENT, entered into by and heiw^n TMBR/SHARP D R I L L I N G , 1HC. 

- ——. hereinafter designated anJ 

referred to is "Operator", and ihe signatory party or parties other than Operator, sometimes hereinaJler referred lo individually herein 

6 as "Non Operator", and collectively as "Non-Operators". 

7 

8 WITNESSETH: 

9 

10 WHEREAS, the parties to this agreement are owners ol oil and gas leases and/or oil and gas intervals in the land identified in 
11 Exhibit " A " , and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the 
12 production of oil and gas to the extent and as hereinafter provided, 
I ) 
14 NOW, THEREFORE, it is agreed is follows: 
15 
16 ARTICLE I . 

17 DEFINITIONS 
18 

19 As used in Ihis agreement, the following words and terms shall hive the meanings here ascribed to litem: 
20 A. The term "oil and gas" shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons 
21 and other mtrieuble substances produced therewith, unless an Intent to limit the inclusiveness ol this term is specifically stated. 
22 B. The terms "oil and gis lease", "lease" and "leasehold" shall mean the oil and gas leases covering tracts ol Lind 
23 lying within the Conlrad Area which tre owned by the parties to this agreement. 
24 C. The term "oil and gas interests" shall mean unleased lee and mineral interests in tracts o( land lying within the 
25 Contract Area which are owned by parties lo this agreement. 
26 r>. The term "Contract Area" shall mean all ol the lands, oil and gas leasehold interests and oil and gas interests intended lo be 
27 developed and operated lor oil and gas purposes under this agreement. Such lands, oil and gas leasehold interests and oil and gas interests 
28 are described in Exhibit " A " . 
29 E Ihe term "drilling unit" shall mean the area fixed for the drilling of one well by order or rule ol any slate or 
30 Icdctal body having authority. U a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish 
31 ed by the pattern ol drilling in the Contract Area or as lixed by express agreement of the Drilling Parlies. 

32 F. The term "dril lsi te" shall mean the oil and gas lease or interest on which a proposed well is lo be located. 

33 G. The terms "Dri l l ing Party" and "Consenting Party" shall mean a party who agrees to join in and pay irs share of the cost of 

34 any operation conducted under the provisions of this agreement. 

35 H. The terms "Non-Drilling Party" and "NonConseniing Parly" shall mean a party who elects not to participate 
36 in a proposed operation. 
37 
38 Unless the context otherwise clearly indicates, words used in the singular include lite plural, the plural includes the 
39 singular, and the neuter gender includes the masculine and the feminine. 

40 j 
41 i ARTICLE l l . 
42 EXHIBITS 
43 ' 
44 lhc loUowing exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof: 
45 Kl A. Exhibit " A " , shall Include the following information: 
46 (I) Identification ol lands subject to this agreement, 
47 (2) Restricuons, U lily, u to depths, formations, or substances, 
48 (3) Percentages or Ir actional interests of parties to this agreement, 
49 (4) Oil and gas leases and/or oil and gas interests subject to this agreement, 
50 (5) Addresses of parties for notice purposes. 
51 • B Exhibit " B " , Form of Lease. 
52 0 C Exhibit "C", Accounting Procedure. 
53 K) D. Exhibit " D " . Insurance. 
54 IS E. Exhibit "E" , Gas Balancing Agreement. 
55 O F. Exhibit "F", Non-Discrimination and Certification of Non-Segregaied Facilities. 
56 Q G Exhibit "G" , Tax Partnership. 
57 If any provision of any exhibit, except Exhibits "E" and "C", is inconsistent with any ?r.—''^n rcn^~'>r."<, 'r-J^r -^-Y 
58 ol dtis agreement, the provisions in the body of this agreement shall prevail. 
59 
60 r>: 

62 
63 
64 
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A A.P.L. FORM 610 • MODEL FORM OPERATING AGREEMENT - 1982 

1 ARTICLE I I I . 
2 , INTERESTS OF PARTIES 

4 A . O i l and G i t Interest!: 

5 

b K any party owns an oil and gis interest in the Contract Area, that interest shall be treated lor all purposes ol this a grit-men I 

7 and during the term hereof as if it were covered by ihe form of oil and gas lease attached hereto as Exhibit " 1 1 " , and the owner thereof 

H shall be deemed io own both the royalty interest reserved in such lease and the interest of the lessee thereunder. 

9 

10 D. Interests of Parties in Costs and Production: 

11 

12 Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and 

I 3 paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set 

14 forth in Exhibit " A " . In ihe same manner, the parlies shall also own all production of oil and ga5 from the Contract Area subject to the 

15 payment of royalties to the extent of o n e - e t g h t h ( 1 / 8 ) which shall be borne as hereinafter set forth. 

16 

17 Regardless of which party has contributed the leasers) and/or oil and gas interest(s) hereto on which royalty is due and 

18 pjyable, each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or 

19 cause to be paid or delivered, to the extent of its interest in such production, die royalty amount stipulated hereinabove and shall hold the 

2U oilier panics free from any liability therefor. No party shall ever be responsible, however, on a jirice basis higher than the price received 

21 by such party, to any other party's lessor or royalty owner, and if any such other party's lessor or royalty owner should demand and 

22 receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable tu 

23 such higher price. 

24 
25 Nothing contained in this Article 111.0. shall be deemed an assignment or cross assignment of interests covered hereby. 

26 
27 C. Excess Royalties, Overriding Royalties and Other Payments; 

28 
29 Unless changed by other provisions, if the interest of any party tn any lease covered hereby is subject to any royalty. 

30 overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article l l l . f i . , such party so 

31 burdened shall assume and ilone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless from any 

32 and all claims and demands for payment asserted by owners of such excess burden. 

33 

34 D . Subsequently Created Interests: 

36 If any party should hereafter create an overriding royalty, production payment or other burden payable out oi production 

37 attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit " A " , or 

3H was not disclosed in writing to all other parties prior to the execution of this agreement by all parties, or is not a jointly acknowledged and 

39 accepted obligation of all parties (any such interest being hereinafter referred to as "subsequently created interest" irrespective of the 

40 tuning ul its creation and the party out ol whose working interest the subsequently created interest is derived U-ing hereinafter rdefied 

41 io as "burdened party"), and: 

42 
43 1 If the burdened party is required under this agreement to assign or relinquish ta any other party, or parties, all or a portion 

44 of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assignment and/or 

45 production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other parly, 

46 or parlies, harmless from any and all claims and demands for payment asserted by owners of the subsequently created iiueiist; 

47 Jnd, 

48 
49 2. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VII . t l . shall be 

50 enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest ol 

51 the burdened party. 

52 

53 A R T I C L E I V . 

N T I T L E S 
55 | 

*>6 A, T i l l * Examination: 

Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations or, tf 

V> the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned tujje inctud 

60 ed, in the drilling unit around such welt. The opinion will include the ownership of the working interest, minerals, royalty, overriding 

61 royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases and/or bil and 

62 gjs inteiests to the drillsite, qr to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lease status 

63 re(xjrts), title opinions, title papers and curative material in its possession free of charge. All such information not in the possession of or 

64 nude available tu Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator. Operator shall 

t'5 tjuse title to tn- examined by attorneys on its staff or by outside attorneys. Copies of all title optniuns shall be furnished tu each party 

(>o hereto. 11 ie cost incurred by 0|>eraior in this title program shall be borne as follows; 
67 

6H Q Option No 1: Costs incurred by Operator in procuring abstracts and title examination (including preliminary, luppJetJTleiital. 

69 shut in gai royalty opinions and division order tiile opinions) shall be a part of the administrative overhead as provided Tn Exhibit" 

70 and shall not be a direct charge, whether performed by Operator's staff attorneys or by outside attorneys. 

2 
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982 

ARTICLE IV 
continued 

(3 Option No. 2: Costs Incurred by Operator in procuring abstracts and lees paid outside attorneys lur title examination 

(including preliminary, supplemental, shut in g u coytlty opinions and division order title opinions) shall be borne by the Drilling Panics 

ill the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such interests appear in l:x 

hibii " A " . Operator shall miVe no charge lor services rendered by 'tis stall attorneys or other personnel in the performance ul the above 
[unctions. 

hach party shall be responsible lor securing curative matter and pooling amendments or agreements required in connect tun 

with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of pooling 

designations or declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or pooling orders. 
This shall not prevent any party from appearing on its own behalf at any such hearing. 

No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit has been examined as above 
provided, and (2) the title has been approved by the examining attorney or title has been accepted by alt of the parties who are io par 
ticipate in (he drilling of the well. 

B. Lou of Title; 

! • W a i f o u uf Title. Stiuuld J n\ and gxs'intcTCTVT -*er rimeiest ilTerein. be-km dituugh iniluft ot mlw, M4H*A+ U*W 

feduction ot interest from chat shown on Exhibit l * A " , the party contributing the affected lease or interest shall have ninety (^yfoays 

hum final determination of title failure to acquire a new lease or other instrument curing the entirety of the title failure, ŷ j*ft1t acquiii 
tion will not be subject to Article VIII.B., and failing to do so, this agreement, nevertheless, shall continue in force asjj#^fl remaining oil 
and gas teases and interests: and, 

(a) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the>rtfire loss and it shall not be 
entitled to recover trom Operator or the other parties any development or operating costs which it (Tj>y*tiave theretofore paid or incurred, 
but there shall be no additional liability on its part lo the other parties hereto by reason oĴ *Qch title failure; 

(b) There shall In- HO retroactive adjustment of expenses incurred or revenues rtxrt^veirffoin the operation of the imcresl which has 
been lost, but the interests of the parties shall be revised on an acreage basis, as of d*e*itine it is determined finally that title failure has oc
curred, so that the interest of the party whose lease or interest is affected Ju/^ne title failure will thereafter be reduced in the Contract 
Area by the amount o( the interest lost; 

(c) If the proportionate interest of the other parties hereta în any producing well theretofore drilled on the Contract Area is 
increased by reason of the title failure, the party whose tiuVttas failed shall receive the proceeds attributable to the increase in such in
terest (less costs and burdens attributable thereto) tmBfit has been reimbursed for unrecovered costs paid by it in connection with such 
well; 

(d) Should any person not a partv^This agreement, who is determined to be the owner of any interest in the title which has 
(ailed, pay in any manner any partuHne cost of operation, development, or equipment, such amount shall be paid tu the patty ur parties 
who bore the costs which ar̂ -so refunded; 

(e) Any luUililylrf^atcOunt to a third party for prior produuion of oil and gas which arises by reason of title failure shall be 
borne by the p ip fo t parties whose title failed in the same proportions in which they shared in such prior production; and. 

(0 Nn ĉharge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense ol the interest 
.biiiUxHjy any pany hereto, it being the intention ol the parties hereto thai each shall defend title to its interest and I tear all excuses in 

•*gtu, any- ri,-iUalt^tw^H-^rr4|> 

payment, minimum royalty or royalty payment, is not paid or is erroneously paid, and JS J result a WJSC or inteu-si therein u-mwriJUi, 

there shall be 110 monetary liability against the party who failed to make such payment. Unless the pany who failed UJ nia^rtm* required 

payment secures a new lease covering the same interest within ninety (90) days liom the discovery of the failure ioua*iuT projter payment, 
whieh acquisition will not be subject to Article VII1.B., the interests ol the parties shall be revised un aiiac/etfgc basis, effective as ol the 
date uf termination of the lease involved, and the party who failed to make proper payment will np4cfnger be credited with an in lei est in 
the Contract Area un account of ownership of the (case or interest which has terminateOn'Ine event the party who failed to make the 
required payment shall not have been fully reimbursed, at the time of the loss. frarjv-ftfe proceeds of the sale of oil and gas attributable to 
the lost interest, calculated on an acreage basis,, for the development and operating costs theretofore paid on account uf such interest, it 
shall be reimbursed lor unrecovered actual costs theretofore paid by>r^uut not for its share of the cost of any dry hole previously drilled 
or wells previously abandoned) from so much of the follo^ngas is necessary to effect reimbursement: 

(a) Proceeds of oil and gas, less operating exp*rrs"cs, theretofore accrued to the credit of the lost interest, on an acreage basis, 
up to the amount of unrecovered costs; 

(b) Proceeds, less operating exp»rr$es, thereafter accrued attributable to the lost interest on an acreage basis, of that portion of 
oil and gas thereafter producpl̂ atid marketed (excluding production from any wells thereafter drilled) which, in the absence of such lease 
'.eiminanon. would be^*tfnbutable to the lost interest on an acreage basis, op to the amoum oi unrecovered costs, the proceeds ol said 
portion of the^*rtand gas to be contributed by the other parties in proportion to their respective interests; and, / . 

Kny monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner of the, interest 
\*mtjT. t m . i b f ] . r n . i ) r . f i . . n i p ,i . t . r . p . . I . i n . j T a i n , , . ^ / I , r n . . r r l - p y - p m i n g , p * M y I U i h l f i l l g f i v n U l l l t 

3. Other losses: All losses incurred, «Hh*» th«ft-*hes» -fe«h- AnicU't IV H 1 mil IV \\ ? aUww, shall he jutnVlosses 
and shall be borne by all parlies in proportion io their interests. There shall be no readjustment of interests in the remaining potiiun uf 
the Contract Area. < 

3 
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1 ARTICLE V. 

2 OPERATOR 
3 
4 A. Designation and Responsibilities of Operator: 
5 
6 TMBR/SHARP D R I L L I N G , I N C . . sh.llbethe 

7 Operator ol the Contract Area, and shall conduct and direct and have lull control of all operations on the Contract Area as |K*nnttted and 

R required by, and within the limits ol this agreement. It shall conduct all such operations in a good and workmanlike manner, hut it shall 

9 have no liability as Operator to the other parties lor losses sustained or liabilities incurred, except such as may result from gross 

10 negligence or willful misconduct. 

I I 

12 D. Resignation or Removal of Operator and Selection o( Successor: 
13 
14 I. Resignation or Removal ol Operator: Operator may resign at any time by giving written notice thereof to Non Operators. 

15 II Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as 

16 Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection ol a successor. Operator 

I 7 may be removed il it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, by the 

IH affirmative vote ol two (2) or more Non Operators owning a majority interest based on ownership as shown on Exhibit " A " remaining 

19 uftcr excluding the voting inlerest ol Operator. Such resignation or removal shall not become effective until 7:00 o'clock A .M. on the 

20 first day ol the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator or action 

21 by the Non Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier 

22 date. Ojierator, alter effective date ol resignation or removal, shall be bound by the terms hereof as a Non Operator. A change ol a cor-

i t pontic name or structure of Operator or transfer of Operator's interest to any single subsidiary, parent or successor cnr|>oraliun shall not 

24 be the basis lor removal ol 0|ierator. 

25 
20 2. Selection of Successor Q|H.TUtor: Uptat the resignation or removal of Ojierator, a successor Operator shall IH* selected by 

27 the parties. The sttccessor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successor 

2K O|>erator is selected. The successor Operator shall be selected by the allirmative vote of two (2)or more patties owning a majority interest 

2 l) based on ownership as shown on Exhibit " A " ; provided, however, if an Operator which has been removed fails lo vote or voles only to 

Ml succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parlies owning a majority interest based 

31 on ownership as shown on Exhibit " A " remaining after excluding the voting inlerest of the Operator that was removed. 

32 

33 C. Employees: 
34 
35 The number of employees used by Operator in conducting operations hereunder, their selection, and the hours of labor and the 

36 compensation for services performed shall be determined by 0[icrator, and all such employees shall IH: ihe employees of Operator. 

37 

38 D. Dr i l l ing Contracts: 

39 
40 Al l wells drilled on ihe Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the area. II it so 

41 desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therelor shall not exceed the prevailing 

42 rales in the area and the rate ol such charges shall be agreed upon by the parties in writing before drilling operations are commenced, and 

43 such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts of in-

44 dr|K.'n<lcut contractors who are doing work of a similar nature. 

45 

46 

47 

48 
49 ARTICLE V I . 

50 DRILLING AND DEVELOPMENT 
51 

52 A. Initial Well: 
53 
54 On or before the day of , 19 , Operator shall commence the drilling of a well for 
55 oil and gas at the following location: 
56 

5 7 to b= d2tei.n.int:J i n the contract area at a later date 
58 

59 ft 
60 and shall thereafter continue the drilling ol the well with due diligence to , |' 
61 >;; • 
H a depth to be determined at a later date, '] « 
63 -ft 
M 

65 unless graniie or olher practically impenetrable substance or condition in ihe hole, which renders further drilling impractical, is en 
Ui countered at a lesser depth, or unless all parlies agree to complete or abandon ihe well al a lesser depth. I 
67 
f , K Operator «h*ll make rcuonabtc tcsli ol i l l lormition* encountered during drilling which Rive indication 'of.«untaimng oil *nd 
<<f> un* in quantities sufficient lo test, unless this ajtrcfment shall be limited in its application lo a specific formation or formations, in wl.kh 
7(1 event Operator shall be required to test only the formation or formations to which this agreement ni;ty apply. , 
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1 It. in Opcf t tor ' t judgment, ihe well will not produce oil or gu. in paying quantities, mod it wishes to plug and abandon the 

2 well is a dry hole, the provisions ol Article V I . E . I . shall thereafter apply. 

3 

4 

5 

6 

7 
U. Subsequent Operations: 

8 1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided 

9 for in Article VI .A. , or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by all 

1^ the parlies and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the 

' ' other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depdi, objective forma-
1 2 tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt ol the notice 

13 within which to notify the party wishing to do the work whether they elect to participate in the cost ol the proposed operation. If a drill-

^ tng tig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response jie-riod shall be 

15 limited to lorty eight (48) hours, exclusive ol Saturday, Sunday and legal holidays. Failure ol a party receiving such notice to reply withm 

16 ihe period above lined shall constitute an election by that party not to participate in ihe cost of the proposed operation Any notice or 

1^ resjionse given by telephone shall be promptly confirmed in writing. 

I 8 

19 

20 

^ ' II all parties elect to participate in such a projiosed operation, Operator shall, within ninety (90) days alter expiration ul the nume 

22 period of ilnny (30) days (or as promptly as possible after the expiration ol the lorty vight (48) flour period when a dulling ilg is on lo*. a 

23 nun. as ilie case may be), actually commence the proposed operation and complete i l with due diligence al the risk and expense ol all fur -

2-1 ties hereto; provided, however, said commencement date may be extended upon written notice ol same by Ojierator to ihe oilier |urnei. 

2 J (ot a period ol up lo thirty (30) additional days i l , in the sole opinion ol Operator, such additional time is reasonably ticeessaiy lu obtain 

20 jK-uiiits from governmental authorities, lutlace rights (including rights-ol-way) or appropriate drilling equipment, or to tompltic title ex-

27 aiuinatiun ur curative matter required fur title approval or acceptance. Notwithstanding the force majeure pruvisiuns uf Ar t i i tc X I , i l the 

2H actual operation has not been commenced within the time provided (including any extension Utereof as specifically ix'riniiied herein) and 

29 if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in actor 

30 dance with the ptovisions hereof is if no prior proposal had been made. 

3) 

32 

33 

34 2. OjKTations by Less than A l l Parties: l l any party receiving such notice as provided in Article VI.13.1. or V l t . D . l . (Option 

35 No. 2} elects not lo participate in tite proposed operation, then, in order lo be entitled to the benefits of this Article, the party or parlies 

36 giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expiration ol 

37 ihe notice period ol thirty (30) days (or as promptly as possible after the expiration ol the forty-eight (48) hour period when a drilling rig is 

38 on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Ojxriaior shall j>eflorfn all 

39 work lor ihe account of the Consenting Parlies; provided, however, if no drilling rig or other equipment is on location, and il Operator is 

40 a Non-Consenting Parly, ibe Consenting Parties shall either: (a)request Opcraior to perform the work required by such proposed opera 

41 tion lor the account of the Consenting Parties, or (li) designate one ( I ) of the Consenting Parlies as Operator to per lor ni such work. Con 

42 scnting Parlies, when conducting operations on the Contract Area pursuant to this Article VLB.2., shall comply with all terms and con 

43 dilions of this agreement. 

44 

45 

46 

47 If less than all |iarlies ajiprove any |>rof>oscd 0|ieration, the proposing parly, immediately alter the cxjiiraiiou of the a|ifiltcablc 

4H notice jierind, shall advise the Consenting Parlies ul the total interest ol the parlies a|>proviug such operation and its ri-cuiiiuieiidaiion as 

49 io whether the Consenting Parties should proceed with the operation is proposed. Each Consenting Party, within lorty-eighi (48) houts 

50 [exclusive ol Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (a) limit par-

51 ticipation lo such party's interest as shown on Exhibit " A " or (b)carry its proportionate pan of NonConsenting Parties' interests, and 

52 failure lo advise the projiosing party shall be deemed an election under (a). In the event a drilling rig is on location, die time permitted lor 

53 such a response shall not exceed a total of (ortyeight (48) hours (inclusive of Saturday, Sunday and legal holidays) The proposing party, 

54 at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties ol such decision. 
55 

56 

57 , 

5H 

59 

00 

The (mire cost and risk of conducting such cp;.-a::sns s.-.au be ue by the Consenting Parties in the proportions ihey have 

elected to U i r same under the terms of the preceding paragraph. Consenting Parlies snail keep the leasehold estates involved, in such 

i)|>eratioii! free and clear of all liens and encumbrances of every kind created by or arising from the operations of die Consenting Partiei. 

61 if such an uperation results in a dry hole, die Consenting Parties shall plug and abandon the well and restore the surface location at their 

62 sole cost, risk and exjicnse. II any well drilled, reworked, deepened or plugged back under ihe provisions of this Article results in a pro 

63 din er ol oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce al their sole cost, Juiil risk, 

64 

65 

66 

67 . 
68 j | ! 
69 
70 

• 5 -
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1 and the well shall dten be turned over lo Operitor and shall be operated by it at the expense and (ot the account ol Ute Consenting Par-
2 t i e i U |x jn c o m m w w i n i w i i of operat ions [or the d r i l l i n g , r e w o r k i n g , deepening o r p lugg ing back of any such well by Consent ing Parties 

J iu at.-turil.inct w i t h the prov is ions ot this A r t i c l e , each N o n - C o n j c n l l n g Party shall be deemed to have re l inquished lo Consent ing Parties, 

1 and the Consenting Parlies shall own and be entitled to receive, in proportion lo their respective interests, all ol siuh Non Consenting 

"> Party's interest in the well and share ol production therefrom uniil the proceeds ol the sale ol such share, calculated at the well, oi 

ti n u t k e t value thereul l l such share is not sold, (alter deduct ing p roduc t i on taxes, excise taxes, r oya l l y , ov t - r i i d ing roya l l y and other in 

7 teresls nol excepted by A r t i c l e I I I . D . payable ou t of or measured by the p roduc t i on ( r o m such well accru ing w i t h rcS|>ecl l o such interest 

8 until it reverts) shall equal the total of the following: 

9 

10 

" 
12 { i ) M & % of each such NonConsenling Parly's share of the cost of any newly acquired surface equipment beyond die wellhead 

13 connections (including, but not limited to, stock tanks, separators, treattrs, pumping equipment and piping), plus 100% ol each suit. 

14 Non Consenting Parly's share of ihe cost of operation of the well commencing with first production and continuing unlit each such Nun 

15 Conseniing Party's relinquished interest shall revert to it under other provisions of this Article, it being agreed that ejeh Non 

16 Consenting Party's share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting 

17 Pjriy h.id it participated in the well from the beginning of the operations, and 

18 | 

19 i 

20 j 

21 <b) > QO % ol thjt portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing, 

22 after deducting any cash contributions received under Article VIN.C, and >P P O % of that portion of ihe cost of newly acquired equip-

23 meni in the well (to and including the wellhead connections), which would have been chargeable lo such Non-Consenting Party if it had 

24 participated therein. 

25 

26 

27 

28 An election noi to participate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-

•W working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is 

Hi conducted at any time prior to lull recovery by the Consenting Parties of the Non Consenting Party's recoupment account. Any such 

31 reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost ol operation of said well 

32 and ihrre shall be added lo the sums io be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs of 
33 the rework ing or p lugg ing back operat ion w h i c h wou ld have been chargeable to such N o n Consen t i ng Party had il part ic ipated there in. If 

34 such a reworking or plugging back operation is proposed during such recoupment period, ihe provisions of this Article VI . 13. shall be ap-

3*> plicable JS between said Conseniing Parties in said well. 

36 

37 

38 

39 During the period of time Conseniing Parlies are entitled to receive Non Conseniing Party's share of production, or the 

40 proceeds, therefrom, Conseniing Parties shall be responsible for the payment of alt production, severance, excise, gathering and oilier 

<H taxes, and all royalty, overriding royalty and other burdens applicable to Non Consenting Parly's share of production noi excepted by Ar 

42 tide HI.I). 
43 

44 

45 

i(> hi ihe case of any reworking, plugging back or deeper drilling operation, die Conseniing Parties shall be pel milted lo use, free 

47 uf COM. .ill using, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon 

•W abaiuiunuiem uf J well allei such reworking, plugging back or deeper drilling, ihe Consenting Parlies shall anoum lor alt such equip 

49 ment to the owners thereof, with each party receiving its proportionate pari in kind or in value, less cost of salvage. 

50 

51 
52 

53 Within sixty (60) days after the completion of any operation under this Article, ihe party conducting the operations for the 

54 Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the well, and an 

55 iiemiied statement of the cost of drilling, deepening, plugging back, lesting, completing, and equipping the well for production; or. at its 

50 option, die operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly biH-

57 ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided at>ove, the pany conducting ihe 

53 operations for the Conseniing Parties shall furnish the Non-Consenting Parties with an itemized statement cf *ll cos's and liabilities in-

V) c-rrtd is. ihe operation of the weH, together with a statement oi the quantity oi oil ami gas proouceo irom it aim the amour.*, cj^procetds 

60 realized from the sale of the well's working interest production during the preceding month. In determining the quantity of i j j | and gas 

61 produced during any month. Consenting Parties shall use industry accepted methods such as, but not limited to, metering «e:pcriodic 

62 well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such*.operation 

63 which would have been owned by a Non-Consenting Party had it participated therein shall be credited against ihe total unfearned costs 

64 ol the work done and of the equipment purchased in determining when the interest of such Non Consenting Party shall revillMo it as 

65 JIKJVC provided; and tl there is a credit balance, it shall be paid to such Non Consenting Parly. f ; 

66 j ? | 

68 • . j f • J 
69 .-- >' . 
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II and when the Consenting Parlies recover [rom > Non-Contenting Parly's relinquished inleresl the amounts provided lor above, 
ihe relinquished Interests ol such Non-Consenting Parly shall automatically revert to it. and. Irom and after such reversion, such Non 

3 Consenting Party shall own the same interest in such well, the material und equipment in or pertaining ihereto. and the production 

•1 ihereltoin as such Non Consenting Parly would have been entitled to had it participated in the drilling, reworking, deepening or plugging 

5 baik ul said well Thereafter, such Non Consenting Party shall be charged with and shall pay its pro|iorlionale part ol the Itinher costs ol 

6 lite iipetjiiuti ul said well in accordance with the terms of this agreement and the Acioiiiuing Procedure attached hereto. 
7 

8 
9 

IO Notwithstanding the provisions of this Article VLB.2., it is agreed that without the mutual consent ol all parties, uu wells shall 

1 I be completed in or produced Irom a source ol supply (rom which a well located elsewhere on the Contract Area is producing, unless sueh 

12 well conlurms to the thenexisting well spacing pattern lor such source of supply. 

13 

14 

n 
10 The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VI A 

17 except (a) as lo Article V I I 0 . 1 . (Option No. 2), if selected, ot (b) as to ihe reworking, deepening and plugging back of such initial well 

18 aher i l has been drilled lo the depth specilied in Article VI .A. il it shall therealter prove lo be a dry hole or, if initially completed lor pro 

19 ducuon. ceases to produce in paying quantities. 

20 

21 

22 

23 V Sund By Time: When a well which has been drilled or dee|K:ned has reached iis aulhoriicd ilejuli and all tests have liei-n 

24 completed, and the results thereof furnished to the parties, standby costs incurred pending response to a patty's notice proiiosing a 

25 rcwurking, deepening, plugging back or completing opetation in such a well shall be charged and borne as part of ihe drilling or dee-|ien 

2b nig upetaliou iust completed. Stand-by costs subsequent to all parties responding, or expiration of the reS|»oii*c time [leriiuiled, whichever 
27 lirst occurs, and prior to agreement as lo the participating interests of all Consenting Patties pursuant to the terms ol the second giam 

28 nialical paragraph of Article VLB.2, shall be charged lo and borne as part of ihe proposed operation, but i l die pro|iosal is subsequently 

29 withdrawn because ol insufficient participation, such stand-by costs shall be allocated between the Consenting Parlies in the proportion 

30 each Consenting Party's inlerest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " ol all Consenting Par-

31 ties. 

32 

33 

34 

35 4 SiJetracking: Except as hereinafter provided, those provisions of this agreement applicable to a "deepening" operation shall 

36 also be jpplicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole 

j7 ligation therein called "sidetracking"), unless done to straighten the hole or to drill around junk in the hole or luvause ol other 

JH met haiiirjt difficulties. Any party having the right to participate in a proposed sidetracking operation that docs not own an interest in the 

39 affected well bore at the time of the notice shall, upon electing to participate, tender ta the well bore owners its proportionate share (equal 

40 to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows. 

41 

42 

43 

44 (a) II the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in 

15 die initi.il drilling of the well down to the depth at which the sidetracking operation is initiated. 

40 

47 

48 

49 (b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis ol the well's 

50 sjlvable materials and equipment down to the depth at which the sidetracking operation is initialed, determined in accordance with the 

51 provisions of Exhibit " C " , less the estimated cost of salvaging and the estimated cost of plugging and abandoning 

52 

53 

54 

55 In the event that notice (or a sidetracking operation is given while the driiling rig to be utilized is on location, the response period 

56 shall be limited to forty eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and 

57 receive up to eight (8) additional days after expiration of the fortyijight (48) hours within which to respond by paying for all stand by time 

58 incurred during such extended r r i p o n « period. If more than one party elects to lake such additional time to respond to the notice, stand 

59 u ; kOiu >ii*.M b« «iiocatej between (h* parties taking additional time to respond on a day-to-day basis in the proportion each ejextinif pai-

60 ty's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of alt the electing parties, hi at) other in-

61 stances (he response period to a proposal for sidetracking shall be limited to thirty (30) days. 

62 

63 > * 
64 >-, 
65 C. TAKING PRODUCTION IN KIND: T 
66 . Ti; | 
67 Kach party shall lake in kind or separately dispose of its pro|K>riionaie share of alt oil and gas produced from the Con tract Area, 

6H <.-x(.Kisive ol production which may be used in development and producing operations and in preparing and treating oil a»»d gas for 

69 marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate disnOsttion by my 

70 pany ul its proportionate share of the production shall be borne by sueh party. Any party taking its slmrt ol produciioit tn^^ i^ j^ .a l l be 

-7-
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I required to pay for only tu proportionate share of such part of Operator's surface facilities which it uses. 

2 

3 Each parly shall execute such division orders and contracts as may be necessary for the sale of its interest in production from 

4 the Cuntraci Area, and, except as provided in Article VII.D., shall be entitled to receive payment directly Irom U.e purchaser thereof lor 

5 its share of all production. 

6 

7 In the event any party shall (ail to mike the arrangements necessary to take in kind or separately dispose of Us proportionate share ol 

8 the oil produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the party owning it, but not 

9 the obligation, to purchase such oil or sell it to others at any time and from lime to time, (or the account of the non taking party at the 

10 best price obtainable in the area for such production. Any such purchase or sale by Operator shall be subject always to the right of the 

I I owner ol the production to exercise at any time its right to take in kind, or separately dispose ol, its share of all oil not previously 

I 2 delivered to a purchaser. Any purchase or sale by Operator of any other party's share of oil shall be otdy for such reasonable |x.'riods uf 

13 time is are consistent with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess 

H of one (1) year. 

15 

16 in the event one or more parties' separate disposition of its share of the gas causes split-stream deliveries to separate pipelines and/or 

17 deliveries which on a day-to-day basis for any reason are not exactly equal io a party's respective proportionate share of total gas sales to 

18 be allocated io it. the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing 

19 agreement between the parties hereto, whether such an agreement is attached as Exhibit " E " , or is a separate agreement. 

20 

21 f ) . Access lo Contract Area and Informat ion: 

22 

23 tacit party shall have access to the Contract Area at all reasonable tunes, at us sole cusi and risk to inspect or observe u|Riaiiuns, 

24 and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator's U»uks 

25 and records relating thereto. Operator, ujwn request, shall furnish each of the other parties with copies of all forms or rcj>ofts filed with 

26 guveriiinenial agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the fust of 

V each month, and shall nuke available samples of any cores or cuttings taken (rom any well drilled on the Cuntraci Area. lite cost ul 

28 gathering and furnishing information to Non-Operator, other than that specified above, shall be charged lo the Non Operator that i t -

29 quests the information. 
30 

31 E. Abandonment of Wells; 

32 

33 1. Abandonment of Dry Holes: Except (or any well drilled or deepened pursuant to Article VI.D.2., any well which has been 

34 drilled or deepened under die terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned 

35 without the consent of alt parlies. Should Operaior, after diligent effort, be unable to contact any party, or should any party bit to reply 

36 widun lufty eight (48) hours (exclusive of Saiurday, Sunday and legal holidays) after receipt of notice of ihe proposal to plug and abandon 

37 such wcl(. such parly shall be deemed to have t^nsented to the proposed abandonment. AU such wells shall be plugged and abandoned in 

Yd jicurdanie with applicable regulations and at the cost, risk jnd expense of the parties who participated in the cost GI drilling or deepening 

39 such well. Any party who objects to plugging and abandoning such well shall have ihe right io lake over the well and conduct further 

40 operations in search of oil and/or gas subject to the provisions of Article VI B. 

41 

4? ) Abandonment of Wells that have Produced. Except for any well in which a Nandonsent operation UJS been conducted 

43 hereunder for which die Consenting Parties have not been fully reimbursed as herein provided, any well which has IHXII completed as a 

44 producer shall noi be plugged and abandoned without the consent ol all parties. H all parties consent to such abandonment, the well shall 

4^ be plugged and abandoned in accordance with applicable regulations anJ al the cost, risk and expense of all the partus hereto. II . within 

^ ' thirty (50) days after receipt ol notice ol the proposed abandonment oi any well, all parties do not agree to the abandonment ol such well, 

47 those widiing lo continue its Deration front the interval(s) of the formation(s) then open to production shall tender to each of the other 

' l H parties its proportionate share of the value of the well's salvable malerial and equipment, determined in accordance with the provisions of 

49 lixhibii " C " , less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall assign 

*>u ihe non abandoning parties, without warranty, express or implied, as to title or as lo quantity, or fitness for use of the equipment and 

*> I niaienal, all ot iis interest in the well and related equipment, together with its interest in the leasehold estate as to, but only as to, the in-

*>2 terval or intervals of the formation or formations then open to production. If the interest of the abandoning party is or includes an oil and 

gas interest, such party shall execute and deliver to ihe non-abandoning party or parties an oil and gas lease, limited to the interval ur in 

**4 tervals ol the formation or formations then open to production, for a term of one (1) year and so long thereaftc-t as oil and/or gas is pro-

^ duced from the interval or intervals of the formation or formations covered thereby, such lease io be on the form attached as Exhibit 

56 

57 

58 

60 
61 
62 iy 

64 

66 

* f; j H ' ' 
69 ,T>V 
70 

• I 
f t 1 

8-



2 
j 

1 

5 
6 
7 
8 
9 
IO 
II 
12 

13 
14 
15 
16 
17 
IB 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
58 
39 
40 
41 
42 
13 
41 
15 
40 
47 
48 
49 
50 
5! 
52 
53 
54 
55 
56 
57 
,8 
59 
60 
6! 
62 
63 
64 
65 
66 
67 
68 
69 
70 

A.A.P.L;. FORM 610 • MODEL FORM OPERATING AGREEMENT - 1982 

ARTICLE VI 
continued 

" I I " . The assignments or leases so limited shall encompass the "dril l ing uni t" upon which the well u located. The payments by. and the 
assignments or leas« io. the assignees shall be in a ratio based upon the relationship ol their respective percentage of participation in the 
Contract Area to the aggregate of the percentages of participation tn the Contract Area o( all assignees. There shall be no leajjusltnc-m cj 
interests In ihe remaining portion ol die Contract Area 

niereaflcr, abandoning parties shall have no further reS|>oiistbiltty, liability, or inlerest in the operation of or prtxlucliun Irum 

the well in the interval or intervals then open olher than the royalties retained in any lease made under the terms of this Article. Upon re

quest, 0]>era(or shall continue lo operate the assigned well for the account of the non abandoning parties at the rates and charges con 

icmplaled by this agreement, plus any additional cost and charges which may arise as ihe result of the separate ownership of ihe assigned 

well. Upon proposed abandonment of the producing imerval(s) assigned or leased, the assignor or lessor shall then have the option to 

tepurchase its prior interest in the well (using the same valuation (ormula)and participate in furtfrer operations dterein subject to the pro

visions hereof. 

3. Abandonment of Non Consent Operations: The provisions of Article VI E . I . or VI.E.2. above shall be applicable as between 

Consenting Parties in the event of the proposed abandonment of any well excepted ftom said Articles, provided, however, tvu well shall be 

jK-rmanenily plugged and abandoned unless and until all parties having the right to conduct further operations therein have been notified 

ol ihe projioscd abandonment and ailordcd the opportunity to elect to lake over ihe well in accordance willi [he provisions ol this Article 

VI t . 

A R T I C L E V I I . 

E X P E N D I T U R E S A N D L I A B I L I T Y OF PARTIES 

A . Liabil i ty of Parties: 

The liability ot the parties shall be several, not joint or collective Each parly shall be responsible only lot ils obligations, and 

shall be liable only lor ils proturlionalc share ol ihe cosli ol developing and operating the Contract Aiea. Accordingly, the liens granted 

among ihe parlies in Article VII . I i . arc given to secure only the debts ol rath severally, l l is not the intention ol the parties to create, nor 

shall this agreement be construed as creating, a mining or other partnership or association, or to render the parlies liable as partners. 

B. Liens and Payment Defaults: 

Each Non-Curator grants lo Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share 

ul oil and/or gas when extracted and its inlerest in all equipment, lo secure payment ol ils share of expense, together with inlerest thertdn 

ai the rate provided in Exhibit " C " . To the extern that Operator has a security interest under the Unilorm Commercial Code ol the 

it ate. Operator shall be entitled to exercise the rights and remedies of a secured parly under the Code. The bringing ol a suit and the ob-

lainiug of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien 

rights or security interest as security (or the payment thereol. In addition, upon default by any Non Operator in the payment of its share 

ol expense, O|ierator shall have the right, wiihou| prejudice lo other rights or remedies, to collect Irom the purchaser the proceeds from 

the sale ol such Non'-Operaior "s share of oil and/br gas until the amount owed by such Non Operator, plus inlerest, has been paid. Each 

purchaser shall be entitled to rely upon Operator's written statement concerning the amount of any default. Orierator grams a like lien 

and security interest to ihe Non Operators to secure payment of Operator's proportionate share ol expense. 

If niij | m l ; luilt in n iiiiiiiiii tn [mi in ilmri uf i m ' i i n i nilliin r i t l j (Ml) iln) i nfli r n mli l iui i nl • inMMnnn_illl n lui ky 

Opc-i amr. llic non dc-laulling parties, including Operator, shall, Ui»on rcipieslJjxOuiXalorH^l^he'impntiJ amount in the pni|xn turn lliat 

the iiiu-rcsl ol each such party^bejirsjgjh'' ' " ' " ^ ^ - ^ r t ^ n i c n p irm-c Firh parly so paying ils share D( the unpaid amount shall, lu obtain 

iMimlmratinaHUIriKawof, bn tubraagalwd tu tha aacuraay-taghu dmcribwd in thu foregoing paragraph* 

C. Payments and Account ing: 

Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses incurred in the development 

and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respective pro|xjr-

tionate shares upon the expense basis provided in Exhibit " C " . Operator shall keep an accurate record of the joint account heieunder, 

showing expenses incurred and charges and credits made and received. 

Operator, at its election, shall have the right from time to time to demand and receive from the other parlies payment in advance 

ol their respective shares ol the estimated amount of the expense lo be incurred in operations hereunder during the next succeeding 

monlh, which right may be exercised only by submission to each such party of an ilentixed statement of such estimated expense, together 

with an invoice for its share thereof. Each such statement and invoice for the payment ir. adi'ir.Cc oi csii.v.aced expense shall be submitted 

on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share ol such estimate within 

fifteen (15) days alter such estimate and invoice is received. If any parly fails to pay its share of said estimate within said time, l^amount 

due shall U-ar inlerest as provided in Exhibit " C " until paid. Proper adjustment shall be made monthly between advances amlifjrlual ex

pense io ihe end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more. 

IJ. Limi ta t ion of Eipenditures: 

rh. 

1. DriU or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any well ^"tlJejjVjjF 

pursuant to the provisions of Article VI.D.2. of this agreement. Consent to the drilling or deepening shall tndui 
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ARTICLE VII 
cxintinutxt 

1 13 O p t i o n N o . I i A l l nccenary eKpend t i u rw lor the d r i l l i ng or dn.-pci i lny, test ing, comp le t ing and equ ipp ing ol ihe we l l , Inc lud ing 

2 necessary tankage and/or surface fac i l i t i rs . 

3 

4 (Kj O p u u n N o . 3; A \ l necessary expendi tures for i he d r i l l i ng or dcc|>ening and test ing of the we l l . W h e n such well has reached its 

5 j i u h u r i u d depth , and all tests have been comp le ted , and the results thereof fu rn ished to the pan ics . Operator shall give i i i i n i cd i j t e not ice 

(j to ihe N o n O p e r a t o r s w h o have the r i g h t to part ic ipate in the comp le t ion costs. The parties rece iv ing such notice shall have for ty e igh t 

7 (-ib") hours (exclusive of Saturday, Sunday and legal hol idays) in w h i c h to elect to part ic ipate i n the setting of casing and the comple t ion at 

8 tempt . Such e lect ion, when made, shall inc lude consent to all necessary expend. lures for the comp le t ing and equ ipp ing of such we l l , i n -

9 e lud ing necessary tankage and/or surface faci l i t ies. Fai lure of any party receiv ing such notice to reply w i t h i n ihe per iod above f ixed shal l 

10 const i tu te an elect ion by that par ty not to part ic ipate in the cost of the comple t ion a t tempt . If one or m o r e , but less than J I I uf the part ies. 

11 elect io set pipe and to at tempt a c o m p l e t i o n , the provis ions of A r t i c l e VI. IJ.2- hereof (the phrase " r e w o r k i n g , deepening o r p lugg ing 

1 2 back " as conta ined in A r t i c l e V L B . 2 . shall be deemed to include " c o m p l e t i n g " ) shall apply to the operat ions thereafter conducted by less 

13 than all part ies. 

14 

15 2. Rework or P lug Back-. W i t h o u t the consent of at. part ies, no wel l shall be reworked or plugged back except a wel l reworked u r 

10 plugged back pursuant l o ihe prov is ions of A r t i c l e V I .D .2 . of this agreement. Consent to the rework ing or p lugg ing back of a wel l shall 

I 7 include all necessary expendi tures m conduc t i ng such operat ions and comple t ing and equ ipp ing ol said we l l , inc lud ing necessary tankage 

18 and/or surface faci l i t ies. 

19 
20 3 O t h e r Operat ions: W i t h o u t the consent of all part ies. Operator shall nut undertake any single project reasonably est imated 

21 io tequ i te an expendi ture in excess of T w e n t y - F i v e T h o u s a n d D o l l a r s ( 1 2 5 , 0 0 0 . 0 0 j 

22 except in connect ion w i t h a we l l , the d r i i l i n g , r e w o r k i n g , deepening, comp le t i ng , recomple t ing . or p lugg ing batk of wh ich lias been 

23 previously au iho r i i ed by or pursuant to this agreement , p rov ided , however , that , in case uf explosion, l i re , f lood or olher sudden 

2-} emergency, whether ut the same or d i f ferent na tu re , Opera tor may lake such steps and incur s « d i expenses as in i u op in ion Jie l e q u i n d 

i") to deal w i t h the emergency lo safeguard hie and proper ty but Opera to r , as p r o m p t l y .is possible, shall rc-jKirt the emergent.y tu the m l ie i 

20 p.u ties If Operator prepares ait au tho r i t y (of expend i tu re ( A R i ) (of us o w n uve, Operator shall lu i i m h any N u n Operaui t so f e tp iwt i i .K 

27 Jfi i n fo rma t i on copy thereof for any single pro ject cost ing in excess uf t e i l t h o u s a n d 

28 Dol lars (1 1 0 . 0 0 0 . 0 0 ) but less than the amoun t first set f o r th above in this paragraph. 

2*; 

3U E. R e n t a l s , S h u t - i n W e l l P a y m e n t s and M i n i m u m R o y a l t i e s : 

31 
32 Rentals, shut- in wel l payments and m i n i m u m royalt ies wh i ch may be requi red under the terms of any lease shall be paid by i h e 

33 party or patt ies who subjected such lea.se to th is agreement at its or their expense. In the event t w o or more panics o w n and have con 

34 t r i bu t cd interests in ihe s j m e lease to this ag reemem, such parties may designate one of such parties to n u k e said payments (or and o n 

35 k h a l f of al l such parl ies A n y par ty may request, and shal l be ent i t led to receive, proper evidence of all such payments. In i he event uf 

36 fai lure to make proper payment of any ren ta l , shut in wel l payment or m i n i m u m royal ty t h rough mistake or oversight where such pay 

37 ment is requ i red to con t i nue the lease in force, any loss w h i c h results f rom such non payment shall be Iwrne in accordance w t i h the p ru 

38 visions of A r t i c l e I V . D 2. 

39 

10 Operator shall no t i f y N o n Ope ra to r of the ant ic ipated comp le t ion of a shut- in gas we l l , or the shu t t ing in or re tu rn to p roduc t ion 

4 I of a p roduc ing gas we l l , at least l ive (5) days (exc lud ing Saturday, Sunday and legal hol idays), or at the curliest oppor tun i t y per m i l led by 

A2 o i c u i m t a m e s , prior to tak ing such ac t ion , b u i assumes n o l iab i l i ty lor fai lure to do so In the event ol fai lure by Operator to so not i fy 

. \ } N u n Opera tor , the loss of any lease con t r i bu ted hereto by N o n Operator for fai lure io make t imely payments of any s l im in well payment 

44 shall be borne jo in t ly by the part ies hereto under the prov is ions of A r t i c l e I V . i l 3. 

45 

46 F. T a x e s : 

47 

AH Beg inn ing w i t h the first calendar year after the effect ive date hereof. Operator shall render for ad va lorem taxation all p roper ty 

4y subject to this agreement wh i ch by law should be rendered fo r such taxes, and it shall pay all such taxes assessed thereon before they 

50 I xxome de l inquent . Pr ior to the rend i t i on date, each N o n - O p e r a t o r shall fu rn ish Opera tor i n fo rmat ion as to burdens ( to inc lude, but not 

\ K l im i ted to , royal t ies, ove r r i d i ng royalt ies and p roduc t i on payments) on leases and oi l and gas interests con t r ibu ted by such N o n 

52 Operator . If the assessed va luat ion of any leasehold estate is reduced by reason of its being subject to outs tand ing excess royalt ies, over-

53 r i d ing royal t ies or p roduc t i on payments , the reduc t i on in ad va lo rem taxes resu l t ing there f rom shall inure in the bettefii of the owner or 

V , owners ul such leasehold estate, and Opera tor shal l adjust the charge to such owner or owners so as to re f le t t the benefit of such reduc-

55 t ion If the ad va lorem taxes are based in who le or in part upon separate valuat ions of each par ty 's w o r k i n g interest , then no tw i ths tand ing 

5i j any th ing to the cont ra ry here in , charges to the jo int account shall he n u d e and paid by ihe parties hereto m accordance w i th ihe tax 

57 value generated by each par ty ' s w o r k i n g interest. Opera io r shall b i l l the other parties for their propor t ionate shares of all lax payments in 

„ .T.:...: f cT pr^ ' . ided in Fxh ib i i " C " . • o 

59 
GO 11 Operator considers any tax assessment i m p r o p e r , Opera ior may , at its d iscret ion, protest w i t h i n the t ime and- j inauner 

61 prescribed by law, and prosecute the protest to a f ina l de te rm ina t i on , unless all parties agree to abandon ihe protest pr ior to l i r p l deter 

62 m i n a t i o n . D u r i n g the pendency o l admin is t ra t ive or judic ia l proceedings, Opera tor may elect to pay, under protest , all Such t»xt* 'and any 

63 interest and penalty. W h e n any such protested assessment shall have been f ina l ly determined. Operator shall pay the tax for t h g ^ w n t ac 

£A coun t , together w i t h any interest and penalty accrued, and the total cost shall then be assessed against the part ies, and IK- paid by 

65 provided in Exh ib i i " C 

06 

:hjem, as 

07 l a i h par ly shall pay ur cause l u l i t paiJ all p r o d u c t i o n , severance, excise, yaihcr ine. and olher taxes uti j ioscd t i |x in o r ,w i th ( r cspcc t to 

(iH the production or handling of such party's share ol oil and/or ^as produced under llic terms uf this agreement. '• 'i j I - | j 

6" V- r ?>>Z 
70 

-10 
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A i m c i J i V I I 

continued 

I C Insurance: 

2 

^ Al j l l times while operations are conducted hereunder, Operator shall comply with the workmen's corn|K.-nsalion law ol 

4 the Slate where the ot>cralions are being conducted; provided, however, that O|>etator may be a sell-insurer lor liability under said com 

5 |H.-nsaiiun laws in which event Ute only charge that shall be made to the joint account shall be as provided in Enhibit " C " . Operator shall 

0 also carry or provide insurance lor the benefit ol the joint account ol die parties as outlined in Exhibit " D " , attached to and made a pan 

7 hcrcol. Operator shall require all contractors engaged in work on or lor the Contract Area to comply with the workmen's compensation 

8 law ol ihe state where the operations are being conducted and to maintain such other insurance as Operator may require. 

9 

10 In ihe event automobile public liability insurance is specified in said Exhibii " D " , or subsequently receives the approval of the 

I I parlies, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's automotive equipment. 

12 

13 A R T I C L E V I I I . 

1* A C Q U I S I T I O N , M A I N T E N A N C E OR T R A N S F E R OF INTEREST 
15 

16 A . Surrender of Leases: 

17 

18 The leases covered by this agreemem, insofar as diey embrace acreage in the Contract Area, shall noi be surrendered in whole 

19 or in part unless all parties consent thereto. 

20 
21 However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not 

22 agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all ol its interest in 

23 such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production 

24 thereafter secured, lo the parties not consenting to such surrender. II the interest of the assigning party is or includes an oil and gas in 

25 terest, the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas lease coveting 

26 >"ih oil and gas interest (or a term of one (1) year and so long thereafter as oil and/or gas is produced from the land covered thereby, such 

27 lease to be on the form attached hereto as Exhibit " B " . Upon such assignment or lease, the assigning party shall be relieved from nil 

28 obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the 0|>cration of any well 

27 attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro 

30 duciion other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the 

3) party assignor or lessor the reasonable salvage value of die Utier's interest tn any wells and equipment attributable lo the assigned or leas-

32 ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit " C " , less the estimated cost of 

33 salvaging and the esiimaied cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest 

34 shall be shared by. such parties in lite proportions that the interest of each bears to the total interest of all such parties. 

35 

36 Any [assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor's or surrendering 

37 party's injercst as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and ihe acreage 

3H assigned, (eased or surrendered, and subsequent operations thereon, shall noi thereafter be subject to the terms and provisions of ibis 

39 agreemeni. 

40 

41 1). Renewal or Extension of Leases: 

42 

43 K any party secures a renewal of any oil and gas lease subject to this agreement, all olher parties shall be notified promptly, and 

44 shall have the right for a period of thirty (30) days following receipt ol such notice in which to elect to participate in the ownership of the 

45 renewal lease, insofar as such lease affects lands within the Contract Area, by paying lo the party who acqtured it their several proper pro 

46 jxiruuiute shares of the acquisition cost allocated to that part of such lease wiihin (he Contract Area, which shall be in pro|>urtiun it* ihe 

47 interests held at dial time by ihe parties in the Contract Area. 

48 

49 H sume, but less than all, of the parties elect to participate in the purchase of a renewal lease, it shall be owned by the parties 

5(J who elect to participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Area 

51 tu the aggregate of the percentages of participation in die Contract Area o( all parties participating in ihe purchase ol such renewal lease. 

52 Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement. 

54 Each party who participates in the purchase of a renewal lease shall be given an assignment of its proportionate interest therein 

55 by the acquiring party. 

56 

57 The provisions ol this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring least* 

58 °r cover only a portion of its area or a\ in iciest inerein. Any renewal icasc taken before '.he expiration of its predecessor lease, or taken or 

59 contracted for wiihin six (6) months after the expiration oi the existing least shall be subject :o this provision, but any lease takA or con 

60 tracted for more than six (6) months alter the expiration of an existing lease shall noi be deemed a renewal tease and shall not be &bject to 

61 the provisions ol this agreement. H I , 

63 The provisions in this Article shall also be applicable to extensions of oil and gas leases. r f 

64 ^ ;'| 
65 C. Acreage or Cash Contributions: ( j 

66 
67 While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of $'ytq\\ orj'ajiy. other 

68 operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other qjx:rat^on'a| , u shalI be 

69 applied by it against the cost of such drilling or other operation. If ihe contribution bv in Out form of acrc-ag*, thu pari,* itrwItdtAMi* con-
70 trihuiion is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling P a r i i e s ~ | r ^ ^ ^ t f f j j f e ^ " 1 
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i 
A R T I C L E V I I I 

continued 

said Drilling Parties shared the cost ol drilling the well. Such terase shall become • separate Contract Area and, to the exieol possible, be 

governed by provisions identical to this agreement. Each party shall promptly noiily all olher parties of any acreage or cash contributions 

il may obtain in support ol any well or any other operation on the Contract Area. The above provisions shall also be applicable lo op

tional rtglus io earn acreage outside the Contract Area which are in support of a well drilled inside die Contract Aiea. 

II any party contracts lor any consideration relating to disposition of such party's share ol substances produced hereunder, such 

consideration shall not be deemed a contribution as contemplated in this Article Vl l i .C . 

9 

10 

I I 

12 

1J 

14 

15 

lb 

17 

13 

19 

20 

21 

22 

23 

24 

25 

2(, 

27 

28 

29 

30 

31 

32 

33 
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35 
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37 
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39 

40 

41 

42 

43 
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45 
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47 

48 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

60 

61 

62 

63 

64 

65 

66 

67 

68 

69 

70 

1). Maintenance of Un i fo rm loteresl: 

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by this agreement, no 

party shall sell, encumber, transfer or make olhet disposition of its interest in the leases embraced within the Contract Area and in wells, 

equipment and production unless such dUraosition covers either: 

1. the entire interest of the party in all leases and equipment and production; or 

2. an equal undivided interest in alt leases and equipment and production in the Contract Area. 

Every such sale, encumbrance, transfer or olher disposition made by any party shall be made expressly subject to this agleemenl 

and shall be made without prejudice to the right ol the other parties. 

If. at any time ihe interest of any party is divided among and owned by four or more co-owners, Operaior, at its discretion, may 

require suih co-owner! lu appoint a single trustee or agent with lull authority lo receive notices, approve ex|>ciiditurts. receive billings lur 

and approve and pay such parly's share of the joint expenses, and to deal generally with, and with txiwer to bind, lite corjwncrs of stuh 

party's iniucst within the scope of the operations embraced in this agreement, however, all such co-owners shall have die riehi lu enter 

lulu and execute all contracts or agreements lor lire disposition of their respective shares ol ihe oil and gas produced hum ihe Contrail 

Area and ihey shall have Ute right to receive, separately, payment of the sale proceeds thereof. 

E. Waiver of Rights to Par t i t ion: 

II pcriuitied by the laws of the state or stales in which the properly covered hereby is located, each party herelo owning an 

undivided inlerest in the Contract Area waives any and all rights it may have to partition and have set aside to it in severalty its undivided 

interest therein. 

«l n igh t io Purehi 

—Should-any parly decile- tu cell all-of-afty part of its interests under this-agrccmcnt, or its righes-and iittcTe»ijHiii-ilie-Conlrjcl^. 

Area, it shall promptly give written notice to the other parlies, with full information concerning its projwsed sale,-wjycii^ialllnclude the 

name and address ol the prospective purchaser (who must be ready, willing and able to purchase), the^aurehSSeptice, and all other terms 

ol the olfer The other parties shall then have an optional prior right, for a periodolJaw-tlljTdays alter receipt of the noiice, to purchase 

on llic same terms and conditions the interest which the other pajj^peopolcsio sell; and, i l this optional right is exercised, the pttrchas 

iny parties shall share the purchased interest injhfi-aanjptaTuons that the interest ul each bears to the total interest ol all purchasing par 

lies, lluwever, there shall bejuj_a>«Te^emial right lo purchase in those cases where any parly wishes to mortgage its interests, or to 

dis|Kise- of iujoja^estyTTyniergcr, reorganization, consolidation, or sale of all or substantially all of ils assets lo a subsidiary or parent com 

A R T I C L E I X . 

I N T E R N A L R E V E N U E CODE E L E C T I O N 

1~his agreement is not intended lo create, and shall not be construed to create, a relationship of partnership or an association 

(or profit between or among the parlies herelo. Notwithstanding any provision herein that the rights and liabilities hereunder are several 

and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, i l , lor federal income lax 

purposes, this agreement and the operations hereunder are regarded as a partnership, each parly hereby affected elects to be excluded 

Irom the application ol all of the provisions of Subchapter " K " , Chapter 1, Subtitle " A " , of the Internal Revenue Code ol 1954, as |>er 

mined and autltorited by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to e« 

ctuie on behalf of each parly hereby aliened such evidence ol this election as may be required by the Secretary of the Treasury ol the 

United Stales or die Federal Internal Revenue Service, including specifically, but nut by way of limitation, all of the returns, siateineius, 

and the data required by Federal Regulations 1.761. Should there be any rr.;i.urr>t:e::: thel each party hcrtby affected give further 

evidence of this election, each such party snail execute such documents and furnish such olher evidence as may be require-by the 

Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or lake jjjijy other 

action inconsistent with the election made hereby. II any present or future income tax laws of the state or states in which thctConiraci 

Aiea is located ot any future income tax laws of the United States contain provisions similar to those in Subchapter " K " , Shinier I . 

Subtitle " A " , of the Internal Revenue Code of 1954, under which an election similar to that provided by Section 761 of the Ct̂ cfc is ix-r-

nulled, each parly hereby allected shall make such election as may be permitted or required by such laws. In making the loleiijrrjg elec

tion, each such parly stales that the income derived by such parly from operations hereunder can be adequately determined vftfraQut the 

computation ol partnership taxable income. 
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1 A R T I C L E X . 

J C L A I M S A N D L A W S U I T S 

3 

1 0|K-utur may settle any single uninsuted ihi t i i pany damage claim or suit arising (rom operations hereunder il lire expenditure 
5 does nui exceed F i f t e e n T h o u s a n d JXiUars 
6 ( I —:J12 ) and if die payment is in complete settlement of such claim or suit. If the amount required for settlement ex-

7 ceeds the al>ove amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is 

8 delegated lo Ot>crator. Al l costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-

9 pense of the parlies participating in the operation from which the claim or suit arises. If a claim Is made against any party or if any parly is 

ID sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given 

11 Operator by dtis agreement, such party shall immediately notify all olher parties, and the claim or suit shall be treated as any olher claim 

U ot suil involving operations hereunder. 

I3 

14 A R T I C L E X I . 

1 5 FORCE M A J E U R E 

16 
17 If any party is rendered unable, wholly or in part, by lorce majeure lo carry oul ils obligations under this agreement, other than 

18 ihe obligation to nuke money payments, that parly shall give lo all other parlies prompt written notice ol the force majeure with 

19 reasonably full particulars concerning u; thereupon, the obligations ol the party giving the notice, so (ar as Uiey are allcclcd by the lorce 

20 majeure, shall be susj>ended during, but no longer than, ihe continuance of the force majeure. I h e allecled party shall use all rcasouablc 

21 diligence to remove the lorce majeure situation as quickly as practicable. 

22 

23 i^ic requirement thai any force majeure shall be remedied with all reasonable dispatch shall not require the sctlleinc-ut of strikes. 

24 lockouts, or other labor dtlliculiy by the party involved, contrary to its wishes; how al) such dilliculiics shall l>e handled shall be entirely 

25 within the discretion of the party concerned. 

26 
27 Ihe term "lorce majeure", as here employed, shall mean an act ol God, strike, lockout, or olher industrial disturbance, act ol 

2B the public enemy, war, blockade, public riot, lightning, lire, storm, flood, explosion, governmental action, governmental delay, icsuaim 

ur inaeuun. unavailability of equipment, and any other cause, whether of ihe kind spccilicatly enumerated above or otherwise, which is 

30 not reasonably wiihin the control of ihe parly claiming suspension. 

31 

32 A R T I C L E X I I . 

33 NOTICES 

34 

35 Al l notices authorized or required between the parlies and required by any of the provisions of this agreement, unless otherwise 

36 specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed to 

37 ihe parlies io whom the notice is given al ihe addresses bsted on Exhibit " A " . The originating notice given under any provision hereof 

38 shall he deeiued given only when received by the party to whom such notice is directed, and the lime lor such pany to give any notice in 

}y res[»onsc thereto shall run from the dale the originating notice is received. The second or any responsive notice shall be deemed given 

•10 when deposited in ihe mail or with die telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party 

41 shall have llic right lo change ils address al any lime, and from time to time, by giving written notice ihereol lo all oilier parties 

42 

43 A R T I C L E X I I I . 

41 T E R M OF A G R E E M E N T 

45 

10 T h " agreement shall remain in full force and effect as to the oil and gas leases and/or oil and gas interests subject herelo fur the 

•17 period ol tunc selected l>elow; provided, however, no party hereto shall ever be construed as having any right, title or nuetest in oi to any 

48 lease or oil and gas interest contributed by any other parly beyond the term ol this agreement. 

49 

50 O Opium No. 1: So long as any of the oil and gas leases subject to this agreement remain or are continued in force as lo any part 

51 of die Contract Area, whether by production, extension, renewal or otherwise. 

" * J 
53 e5) Option No. 2: In the event the well described in Article VI .A. , or any Sbtjbsequent well drilled under any provision of this 

54 agreement, resulis in production of oil and/or gas in paying quantities, this agreement shatl continue in lorce so long as any such well or 

55 wells produce, or are capable of production, and for an additional period ol 9 0 days from cessation of all production; provided, 

56 however, i l , prior to the expiration of such additional period, one or more of the parties hereto arc engaged in drilling, reworking, deepen-

'.7 plueipug hack, testing ur attempting to complete t well or wells hereunder, this agreement shall continue in force until such oncra 

58 nuns have iieen completed and if production results therefrom, this agreement shall continue in force as irfi ' . iJ^J l . c ' c l , , . : I . i ^ y c r i i t!ie 

59 well described in Article VI .A. , or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, g/Vapable 

60 ol producing oil and/or gas liom the Contract Area, this agreement shall terminate unless drilling, deepening, plugging hack oVrfwotk 

61 mg operations are commenced within 9 0 days Irom the date ol abandonment of said well. % ] 

62 

63 h 'S agreed, however, thai the termination ol this agreement shall not relieve any party hereto from any lijbility <ijlif.ii has 

64 accrued or attached prior to the date ol such termination. 

65 

66 

67 • 

6H 

69 

70 

Mlljjctl I 
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A.A.l'.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982 

1 A R T I C L E X I V . 

2 C O M P L I A N C E W I T H L A W S AND R E G U L A T I O N S 
3 
4 A. LAWS, Rcgulat loni t a d Orders: 

5 

6 1'iii agreement shall be subject lo the coruervadoa laws of the state in which the Contract Area is located, to the valid rules, 

7 regulations, and order? oi any duly constituted regulatory body of said state; and lo all odier applicable federal, slate, and local laws, or-

8 dinajsccs, rules, regulations, and orders. 

9 

10 D. Governing Law: 

I I 

12 This agreement and all matters pertaining herelo, including, but not limited to, matters of performance, non performance, breach. 

13 remedies.^procedures, rights, duties and interpretation or construction, shall be governed and determined by the law ol die stale in which 

14 the Contract Area is located. If the Contract Area is in two or more states, the law ol the slate of . 

15 shall govern. 

16 i 

17 C. Regulatory Agencies: 

18 

19 Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any rights, 

20 privileges, or obligations which Non Operators may have under federal or state Laws or under rules, regulations or orders promulgated 

21 under such taws in reference to oil, gas and mineral operations, including the location, operation, or production ol wells, on tracts oltsci-

22 ting or adjacent to the Contract Area. 

25 

24 Wil l i res(»ect to operations hereunder, Non-Operators agree to release 0|»erator from any and all losses, damages, injuries, claims 

25 and i auscs ol action arising ottl ol, incident to or resulting directly or indirectly Irom O r a t o r ' s inlerpretaiion or application ol rules, 

20 rulings, legulatioits or orders ol the Department ol Energy or predecessor or successor agencies lu the extent smfi inii-rpielalion or ap 

27 phcaiiuii was made in good faith. Each NonO|>eralor further agrees to reimburse Operator lor any amounts applicable lu such Nun 

28 Operator's share ol production that Operaior may be required to relund, rebate or pay as a result of such an incorrect inlerpretaiion or 

29 application, togedier with interest and penalties thereon owing by Operaior as a result of such incorrect interpretation or application 

30 

31 Non Operators authoriie Operator to prepare and submit such documents as may be required to be submitted to the purchaser 

32 ol any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the "Crude Oil Windfall Profit Tax Act 

33 ol 1980", as same may be amended Irom lime to time ( " A c t " ) , and any valid icgulations or rules which may be issued by the Treasury 

34 Department from time to time pursuant to said Act. Each party hereto agrees lo furnish any and alt certifications or other information 

35 which is required to be furnished by said Act in a timely manner and in sufficient detail lo permit compliance wiih said Act. 

36 

37 ARTICLE XV. 

38 OTHER PROVISIONS 
39 
w SEE PAGES H a , 14b, &. 14c ATTACHED: 

41 
42 

43 
44 
45 
46 

47 

48 
49 

50 
51 
52 
53 
54 
55 
56 

57 
58 
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ARTICLE XV. 

OTHER PROVISIONS 

The f o l l o w i n g p r o v i s i o n s are intended t o be cumulative, but i n the event they c o n f l i c t w i t h the 

other p r o v i s i o n s herein, then the f o l l o w i n g p r o v i s i o n s s h a l l c o n t r o l : 

A- D e f i n i t i o n of -holidaya" -, The word "holidays" when used herein i a defined aa a l e g a l holiday 

obBerved by N a t i o n a l Banking Associations i n Midland, Texas. 

"Back-in a f t e r Payout" : Upon payout of each w e l l d r i l l e d hereunder, on a w e l l by w e l l baaia. 

Fuel Products, Inc., Ameristate O i l fc Gas, Inc. and Louie Maz2ullio. Inc. ( h e r e i n a f t e r c o l l e c t i v e l y 

r e f e r r e d t o h e r e i n as "FPI"), s h a l l c o l l e c t i v e l y be e n t i t l e d t o an a d d i t i o n a l t w e n t y - f i v e percent (25%) 

working i n t e r e s t i n each such w e l l , p r o p o r t i o n a t e l y reduced t o the n i n e t y - f i v e percent (95%) i n t e r e s t of 

TMBR/Sharp D r i l l i n g , Inc. ("TMBR") hereunder (such back-in being an undivided twenty-three and seventy-

f i v e hundredths percent (23.75%) working i n t e r e s t i n each such w e l l as Payout occurs t h e r e i n } . I f any of 

the p a r t i e s comprising "FPI1" e l e c t s not t o receive i t s p r o p o r t i o n a t e Bhare of such back-in, each of the 

other auch p a r t i e B who desire to receive such back-in Bhall be e n t i t l e d t o the e n t i r e back-in i n such 

w e l l . For the purpoaes of t h i s Agreement, "Payout" f o r each well d r i l l e d hereunder, s h a l l occur at that 

p o i n t irv time a t which there i s recouped out of the production (or other value received) which i a 

a t t r i b u t a b l e t o the i n t e r e s t c r e d i t e d to TMBR i n E x h i b i t "A" hereto ( a f t e r deducting therefrom a l l 

r o y a l t i e s , o v e r r i d i n g r o y a l t y i n t e r e s t s and a p p l i c a b l e severance, production, excise and g a t h e r i n g taxea) 

a l l costs i n c u r r e d i n d r i l l i n g , completing, equipping and operating such w e l l t o the p o i n t i n time that 

Payout occurs. The accounting procedure attached as E x h i b i t "C" hereto s h a l l be used i n determining 

p a y o u t on e a c h w e l l . TMBR/Sharp D r i l l i n g , I n c . e t a l ( c o l l e c t i v e l y "TMBR") s h a l l g i v e n o t i f i c a t i o n t o 

FPI of the date said w e l l (a) has paid out. Payout s h a l l , f o r the purpose of t h i a agreement, be deemed to 

have occurred at 8:00 a.m. on the day next f o l l o w i n g the date the w e l l ( e ) a c t u a l l y pays out. Should PPI 

el e c t to back-in f o r said a d d i t i o n a l working i n t e r e s t , i t w i l l t h e r e a f t e r share p r o p o r t i o n a t e l y the cost 

of o p e r a t i n g , r e p a i r i n g and recompleting the w e l l ( s ) and s h a l l bear i t s p r o p o r t i o n a t e p a r t of any 

o v e r r i d i n g r o y a l t y burdening the lease included w i t h i n the producing u n i t formed f o r the w e l l (s) , i t being 

c l e a r l y understood, however, t h a t i n no event s h a l l FPI be l i a b l e f o r any d r i l l i n g , completing, 

recompleting, equipping or ope r a t i n g cost i n c u r r e d by or f o r TMBR's account p r i o r t o the time of payout 

of each w e l l . 

B I n the event one or more of the p a r t i e s hereto s h a l l e l e c t as f o l l o w s : 

1. not t o pay a delay r e n t a l ; 

2. t o abandon a lease; or 

3. not t o p a r t i c i p a t e i n a necessary w e l l as de f i n e d i n A r t i c l e XV.N; and assigns i t B i n t e r e s t 

i n a lease, or p o r t i o n thereof, t o and fo r the b e n e f i t of the p a r t i c i p a t i n g p a r t i e s hereto, or i f same, 

but not a l l , of the p a r t i e s hereto e l e c t to acquire an i n t e r e s t i n a leaae or a contract a f f e c t i n g a lease 

pursuant t o the p r o v i s i o n s of A r t i c l e xv.F.. i t i s agreed that the lands covered by the c o n t r a c t r i g h t s 

s h a l l no longer be subject t o t h i a agreement. In such event the leaae or co n t r a c t r i g h t s and the lands 

covered thereby s h a l l be deemed t o be subject t o an operating agreement i d e n t i c a l t o t h i s agreement 

changed o n l y t o r e f l e c t the proper owners and percentages and, i f the p a r t i e s so de s i r e , t o designate a 

new operator i f the operator under t h i s agreement i s not a co-owner. 

C. Dispute r e : Proposed Depth: I f during the d r i l l i n g of any w e l l being d r i l l e d hereunder other than 

the I n i t i a l H e l l provided f o r i n A r t i c l e VI.A., a bona f i d e dispute s h a l l e x i s t as to whether the proposed 

depth has been reached i n such w e l l (as f a r example, whether a w e l l has been d r i l l e d to a depth s u f f i c i e n t 

to teet a p a r t i c u l a r sand or formation or i f the w e l l haa reached the s t r a t i g r a p h i c e q u i v a l e n t o t a 

p a r t i c u l a r d e p t h ) , the o p i n i o n of the m a j o r i t y i n i n t e r e s t , and not i n numbers, of the owners as shown 

on E x h i b i t "A" s h a l l c o n t r o l and be binding upon a l l p a r t i e s . I f the p a r t i e s are e q u a l l y d i v i d e d , the 

opinion of the Operator w i l l p r e v a i l . 

D- Payment O b l i g a t i o n s : A l l r e n t a l s , s h u t - i n w e l l payments and minimum r o y a l t i e s which may be 

required under the terms of any lease sh^M r*e aominiBterert and paid by Operator and charged t o the. J o i n t 

Account except where otherwise expressly provided t o the c o n t r a r y i n t h i a agreement. Any p a r t y may 

requeec and ahal1 be e n t i t l e d t o receive proper evidence of a l l such payments. Operator s h a l l make or 

cause to be made proper payment of any r e n t a l s and s h u t - i n w e l l payments and minimum r o y a l t i e s under the 

foregoing p r o v i s i o n s . 

Operator s h a l l n o t i f y each Non-Operator of i t s recommendation concerning the payment of delay 

r e n t a l s or e h u t - i n r o y a l t i e s under any leases aa they may f a l l due i n w r i t i n g at lease f o r t y - f i v e (45) 

days i n advance of the day when such payment i s due. Each Non-Operator B h a l l have f i f t e e n (151 days from 

the r e c e i p t of such n o t i c e to respond t o such recommendation w i t h payment, and f a i l u r e by Non-Operator 

s h a l l be deemed an e l e c t i o n by Non-Operator to concur w i t h Operator's recommendation. Operator w i l l be 

responsible f o r non-payment of delay r e n t a l s or s h u t - i n r o y a l t i e s only i f i t ' s actions c o n s t i t u t e gross 

negligence or w i l l f u l misconduct. 



E A c q u i s i t i o n ot Leasehold Intereuc: Any party a c q u i r i n g a new tease w i t h i n the Contract Aiea dim 11 

furniBh the other p a r t y or p a r t i e s a c t ual copies of the lease, leases i n acqul r i ng said instrument 

• uf f i c i a n t t o v a r l t y the actual consideration f o r a a i d i n t a r a a t . a p l a t or exact deuce i ot ion ot i li« 

l o c a t i o n and any other documents p e r t i n e n t to the other party e v a l u a t i n g the a c q u i r i n g p a r t i t a ii.ten.-at. 

The non-acqulring p a r t i e s Bhall have t h i r t y (30) days f o l l o w i n g r e c e i p t of the a f o r e s a i d nm i ci- m which 

to l u d l c a t B the preference as t o p a r t i c i p a t i o n i n Bald a c q u i s i t i o n by w r i t t e n reuponuc t o t)i« cicqutring 

p arty accompanied by a check covering i t s ahare of the a c q u i s i t i o n . 

F. Coincidental Operations: I t i a agreed by the par t i e B hereto t h a t un less ot he i" w i se ag t eed when any 

wel l provided f o r i n t h i s Agreement la d r i l l i n g or t e B t l n g , n e i t h e r party s h a l l propose the d r i l l i n g of 

an a d d i t i o n a l w e l l on the c o n t r a c t acreage unless the d r i l l i n g of a well i s necessary to perpetuate the 

LeaBe or f o r aome other reason i t la mutually agreed by the p a r t i e s hereto t h a t an a d d i t i o n a l wu 11 uhould 

be d r i l l e d p r i o r t o the completion of a we l l on the contract acreage. 

<J- Expenses A t t r i b u t a b l e t o Transfers: In the event of t r a n s f e r , sale, encumbrance or other d i s p o s i t i o n 

of i n t e r e s t w i t h i n the Contract Area which creates the necessity of separate measurement of production, 

the p a r t y c r e a t i n g the necessity f o r Buch measurement s h a l l alone bear the coat of purchase, i n s t a l l a t i o n 

and operation of auch f a c i l i t i e s . 

H. bankruptcy: I f , f o l l o w i n g the g r a n t i n g of r e l i e f under the Bankruptcy Code t o any p a i t y hereto aB 

debtor thereunder, t h i s Agreement should be held to be an executory contract w i t h i n the meaning o i l l 

U.S.C. Section J6S, then the Operator, or ( I f the Operator i s the debtor i n bankruptcy) any other p a t t y , 

uhaU be e n t i t l e d t o a determination by debtor or any t r u s t e e f o r debtor w i t h i n t h i v t y (JO) days 11 om the 

date an order f o r r e l i e f I s entered under t h i a Bankruptcy Code as to the r e j e c t i o n or assumpi ion of t h i s 

o perating Agreement. In the event of an assumption. Operator or said other p a r t y s h a l l be e n t i t l e d t o 

adequate assurances as t o f u t u r e performance of debtor's o b l i g a t i o n hereunder and the j t i o t cci.um ot tlu.-

i n t e t e s t of a l l other p a r t i e s . 

I . Insurance (Non-Operators): With the exception of minimum l i m i t s set by State and Federal regulations 

Hon Operator!*) may e l e c t not to be covered by any of operator's insurance coverage provided f o r the j o i n t 

account by p r o v i d i n g Operator w i t h w r i t t e n n o t i c e and C e r t i f i c a t e of Insurance. 

J T h i r d party Services-. Regardless of any p r o v i s i o n of t h i s Operating Agreement or the Accounting 

1'iocfcdure t o the c o n t r a r y , the Operator may charge t o the J o i n t Account f o r the Contract Aiea t m u.-ws 

and charges incurred f o r the outside engineers, g e o l o g i s t s , consultants, biokers, t i t l e cutativL- woik 

attorneys, and other t h i r d - p a r t y services incurred i n connection w i t h leases owned by or acquired tot the 

Joint Account or operations f o r the b e n e f i t of the J o i n t Account, a l l to be borne i n the proportions 

a p e c i f i e d on E x h i b i t "A". 

K. Metering of Production: I f a d i v e r s i t y of the working i n t e r e s t ownership i n production from a kose 

nubjfcct t o t h i s agreement occurs as a reau11 of ope rat ions by less than a l l p a r t i e s pursuant i o any 

pr o v i e i o i t of t h i s agreement, i t ia agreed t h a t the o i l and other hydrocarbons produced from the well or 

wells completed by the consenting p a r t y or p a r t i e s s h a l l be separately measured by standard mcUTtixj 

equipment t o be pr o p e r l y tested p e r i o d i c a l l y f o r accuracy, and the s e t t i n g of a separate tank b a t t e r y w i l l 

not b« required unless the purchaser of the production or governmental regulatory body havinq j u r i s d i c t i o n 

w i l l not approve metering f o r separately measuring production. 

Non-01ecrlminatlon; In the performance of t h i s Agreement, operator s h a l l not engage i n any conduct 

or p r a c t i c e which v i o l a t e s any law, order or r e g u l a t i o n p r o h i b i t i n g d i s c r i m i n a t i o n against any person by 

reason of hi s or her race, r e l i g i o n , c o l o r , sex, n a t i o n a l o r i g i n , or age,- and Operator f u r t h e r agieea t o 

comply f u l l y w i t h the non-discrimination p r o v i s i o n s of Section 202 of Executive Order No. 1124 e> iJU FR. 

12319), as amended. 

M- P r i o r i t y of Operation: Hhenever there I s more than one proposal i n connection w i t h any well dulot-ct 

co t h i s aareement, such proposals s h a l l be considered and disposed of In the f o l l o w i n q order or p r i o r i t y : 

1. D r i l l i n g the w e l l t o i t s authorized depth or attempting a completion i n c l u d i n g t e B t i n g and logging 

of auch w e l l at such depth s h a l l have f i r s t p r i o r i t y over a l l other operations and ptoposals.-

2. A proposal t o plug back a w e l l s h a l l p r e v a i l over a proposal t o deepen or t o s i d e t r a c k such wo 11 ; 

i f there i s more than one proposal to plug back, the proposal to plug back t o the next deepest 

prospective i n t e r v a l s h a l l have p r i o r i t y over proposals t o plug back to shallower prospective 

i n t e r v a l s . 

l. A proposal to si d e t r a c k a w e l l i n order to reach the authorized depth uha 1 I p i e v j i l ovt-i a 

p r o p o e a 1 t o deepen; 

• i A p r o p o a a l t o deepen, a w e l l s h a l l have l a s t p r i o r i t y ; and 

'J - i'ruiJOBoly o f t h t i Udinti t y p e and t o t h e sam<* d u p t h s h a l l bw g i v e n piaci*d-Mc« t u Ll i u u n J v i i n w h i c h 

t Iiey we r e made . 
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N- Non-Consent Penalties Applicable Necessary Operations: I f during the term of t h i s agreement, a w e l l 

i s required to be d r i l l e d , deepened, reworked, plugged back, sidetracked, or recompleted, or any other 

operation t h a t may be required i n order t o : 

(1) continue a lease or leases i n force and e f f e c t ; 

(21 m a i n t a i n a u n i t i z e d area or any p o r t i o n thereof i n and t o any o i l and/or gas and other 

i n t e r e s t which may be owned by a t h i r d p a r t y or which, f a i l i n g i n such operation, may re v e r t to 

a t h i r d p a r t y ; 

{31 comply w i t h an order issued by a regulatory body having j u r i s d i c t i o n i n the premises, f a i l i n g 

i n which c e r t a i n r i g h t s would terminate; 

auch o p e r a t i o n s h a l l h e r e i n a f t e r be defined as a "Necessary Operation". Notwithstanding any other 

p r o v i s i o n s contained i n t h i s agreement t o the contrary, any p a r t y e l e c t i n g not to p a r t i c i p a t e i n a 

Necessary Operation which i s proposed pursuant to A r t i c l e V I . B . l . s h a l l f o r f e i t and assign to the 

p a r t i c i p a t i n g p a r t i e s , a l l of i t s r i g h t , t i t l e , and i n t e r e s t i n the Coi,tract Area except each well i n 

which such party p a r t i c i p a t e d i n a l l operations conducted thereon and the producing formation underlying 

the proration or spacing u n i t for each such w e l l . Such f o r f e i t i n g party's i n t e r e s t s h a l l not be burdened 

except as authorized hereunder. 

0. Subsequently Created i n t e r e s t : I f any pa r t y hereto s h a l l create an o v e r r i d i n g coyalty production 

payment, net proceeds i n t e r e s t , or other s i m i l a r i n t e r e s t , subsequent to the e f f e c t i v e date of t h i s 

Agreement, or i f such i n t e r e s t was created p r i o r to the e f f e c t i v e date hereof but was neither recorded 

i n the county i n which the Contract Area i s located nor disclosed to a l l p a r t i e s hereto at the time of 

execution hereof (any such i n t e r e s t created under the circumstances herein mentioned s h a l l h e r e a f t e r be 

r e f e r r e d to as a "Subsequently Created I n t e r e s t " ) , such Subsequently Created I n t e r e s t s h a l l be 

s p e c i f i c a l l y subject t o a l l of the terms and p r o v i s i o n s of t h i s Agreement, as f o l l o w s : 

1 ) . I f non-consent operations are conducted pursuant to any p r o v i s i o n of t h i s agreement, and 

the 

party conducting such operations becomes e n t i t l e d t o receive the production a t t r i b u t a b l e to the 

i n t e r e s t our of which the subsequently Created I n t e r e s t i s derived. 3Uch party s h a l l receive 

same free and c l e a r of such Subsequently Created I n t e r e s t . The p a r t y c r e a t i n g same s h a l l bear 

and pay a l l such Subsequently Created I n t e r e s t and s h a l l indemnify arid hold the other p a r t i e s 

hereto harmless from any and a l l l i a b i l i t y r e s u l t i n g therefrom. 

2! . I f the owner of the i n t e r e s t from which a Subsequently Created I n t e r e s t i s derived f a i l s 

to pay, when due. I t s share of expenses chargeable hereunder, the l i e n quanted the other p a r t i e s 

h e r e t o under the p r o v i s i o n s of A r t i c l e VII.B. or under the appropriate s t a t e s t a t u t e s s h a l l 

cover and a f f e c t the Subsequently Created I n t e r e s t and the r i g h r s of the p a r t i e s s h a l l be rhe 

same as i f the Subsequently Created I n t e r e s t had not been created. 

31. I f the owner of the i n t e r e s t from which Subsequently Created I n t e r e s t i s derived ( i ) e l e c t s 

t o abandon a we l l under the provisions of A r t i c l e VI.E. hereof. H i ) e l e c t s to surrender a lease 

(or p o r t i o n thereof I under the pr o v i s i o n s of A r t i c l e V I I I . A . hereof, or ( i i i I e l e c t s not to pay 

r e n t a l s a t t r i b u t a b l e t o i t s i n t e r e s t i n any lease and thereby i s required to assign the lease 

or t h a t p o r t i o n or i n t e r e s t t h e r e i n f o r which i t e l e c t s not t o pay r e n t a l s to those p a r t i e s 

paying such r e n t a l , any assignment r e s u l t i n g from such e l e c t i o n s h a l l be free and cl e a r of the 

Subsequently Created I n t e r e s t . 

4 ) . The owner ere. ':irg duch i n t e r e s t s h a l l Indemnify and hold the other p a r t i e s harmless from 

any cl a i m or cause of a c t i o n by the owner of the Subsequently Created I n t e r e s t . 

P. Workover Operations: I t i s agreed t h a t without the mutual consent of a l l p a r t i e s , no workover 

operations w i l l be conducted under the p r o v i s i o n s of A r t i c l e VI so long as any completion i n the w e l l 

proposed to be worked over i s producing i n paying q u a n t i t i e s . 

Q. JOA SUBORDINATE: NOTWITHSTANDING ANYTHING ELSE HEREIN TO THE CONTRARY, THE PROVISIONS OF THE JOINT 

OPERATING AGREEMENT SHALL NOT CONFLICT WITH THE LETTER AGREEMENT DATED JULY 1, 1998 BETWEEN TMBR/SHARP 

DRILLING, INC., FUEL PRODUCTS, INC. ET AL. AND THE PARTIES HERETO. THE PROVISIONS OF SAID LETTER 

AGREEMENT SHALL SUPERSEDE AND HAVE PRECEDENCE OVER THE PROVISIONS HEREOF. 

He 
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1 ARTICLE XVI. 
2 MISCELLANEOUS 

3 

4 'Il i is agreement shall l>c binding ujion and shall inure to the benefit of Ihe parties hereto and tn their respective heirs, devisees. 

5 legal representatives, successors and assigns. 

6 

This instrument may be executed in any number of counterparts, each of which shall be considered an original for all pur|»ses. 7 
8 
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IN WITNESS WHEREOF, this agreement shall be effective as o f . 1st . day of _ J u l y 
19. 98 

OPERATOR 

TMBR/SHARP D r i l l i n g , I n c . 

FUEL PRODUCTS, INC. 

BY: 

NON-OPERATORS 

AMERISTATE OIL & GAS, INC. 

Thomas M. B e a l l , President 

LOUIS MAZZULLO, INC. 

BY: 
Louis J. Mazzullo, President 

BY; 
Mark. K. Nearburg, President 

/•.'•• ' 
l.'i 1 
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I ARTICLE X V I . 

1 MISCnLlANBOUS 
) 
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6 
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11 
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11 
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FUEL PRODUCTS, I N C . 
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EXHIBIT "A" 

Attached to and made a part of that certain Operating Agreement dated July 1, 1998 by and between TMBR/Sharp 
Drilling, Inc. as "Operator", and Fuel Products, Inc., et al as "Non-Operators". 

I. Identification oflands subject to this agreement: 

Section 13: SE/4, Section 24: All, Section 25: NWM, Township 16 South, Range 35 East, Lea County, 
New Mexico 

II. Restrictions, if anv. as to depths, formations, or substances: 

None. 

Il l Percentages or fractional interests of Parties to this Agreement: 
Working Working 
Inlerest Interest 
B.P.O. A.P.O * 

TjMBR/SHARP DRILLING, INC. 
i 

.950000 0.712500 

FUEL PRODUCTS, INC. .022500 0 1115625 

MARK K. NEARBURG 022500 0.1115625 

LOUIS MAZZULLO, INC. .005000 0.064375 

1.00000 1.00000 
*Back-in after pay-out on a well-by well basis 

IV. Addresses of parties for notice purposes: 

TMBR/SHARP Drilling, Inc. 
P. O. Box 10970 
Midland, Texas 79702 
915-699-5050 
915-699-5085 Fax 

Fuel Products, Inc. 
P. O. Box 3098 
Midland, Texas 79702 
915-687-0008 
915-687-0000 Fax 

Ameristate Oil & Gas, Inc. 
1211 W Texas 
Midland, Texas 79701 
915-683-6679 
915-683-5935 Fax 

Tax l.D. 73-0951191 

Tax I D. 75-2398302 

Louis Mazzullo, Inc. 
P. O. Box 66657 
Albuquerque, NM 87193-6657 

Tax l.D. 85-0444285 

Schedule of leases: 

Date: 
Lessor: 
Lessee: 
Recorded: 
Description 

Date: 
Lessor: 
Lessee: 
Recorded: 
Description: 

November 20, 1997 
Gladys Chambers, a widow 
Ameristate Oil & Gas, Inc. 
Volume 845, Page 277 
Section 24: NE/4 NW/4 
Township 16 South, Range 35 East, 
NMPM, Lea County, New Mexico 

February 3, 1998 
Jones Robinson, Ltd. 
Ameristate Oil & Gas, Inc. 
Volume 864, Page 257 
Section 24: SE/4 
Township 16 South, Range 35 East, 
NMPM, Lea County, New Mexico 



Date: December 2, 1997 
Lessor: Edmund F. Ely 
Lessee: Ameristate Oil & Gas, Inc. 
Recorded: Volume 835, Page 568 
Description: Section 24: NE/4 NEM 

Township 16 South, Range 35 East, 
NMPM, Lea County, New Mexico 

Date: November 15, 1997 
Lessor: Laverne C. Levers 
Lessee: Ameristate Oil & Gas. Inc. 
Recorded: Volume 835, Page 570 
Description: Section 24: NE/4 NEM 

Township 16 South, Range 35 East, 
NMPM, Lea County, New Mexico 

Date: November 15, 1997 
Lessor: Alice Jane Sumruld 
Lessee: Ameristate Oil & Gas, Inc. 
Recorded: Volume 835, Page 566 
Description: Section 24: S/2 NEM, NE/4 SWM, S/2 SWM 

Township 16 South, Range 35 East, 
NMPM, Lea County, New Mexico 

Date: November 15, 2000 
Lessor: Alice Jane Sumruld 
Lessee: Ameristate Oil & Gas, Inc. 
Recorded. Volume 872, Page 490 
Description: Section 24: S/2 NE/4, NE/4 SW/4, S/2 SW/4 

Township 16 South, Range 35 EasL 
NMPM, Lea County, New Mexico 

Date: December 7, 1997 
Lessor: Erma Stokes Hamilton 
Lessee: Ameristate Oil & Gas, Inc. 
Recorded: Volume 827, Page 124 
Description: Insofar only as said lease covers: 

Section 13: SE/4 
Section 24: NW/4 SWM, NWM NE/4 
Section 25: NWM 
Township 16 South, Range 3 5 East, 
NMPM, Lea County, New Mexico 

Date: December 7, 1997 
Lessor: Madeline Stokes 
Lessee. Ameristate Oil & Gas, Inc. 
Recorded: Volume 827, Page 127 
Description: Insofar as said lease covers: 

Section 13: SE/4 
Section 24: NWM SWM, NWM NEM 
Section 25: NWM 
Township 16 South, Range 35 East, 
NMPM, Lea County, New Mexico 
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Hunan 601, 
Recommended by Hie Council 
o! Petroleum Accountant! 
Societies 

EXHIBIT 

Attached Ui and mailt- u [un L of t h a t c e r t a i n O p e r a t i n g Agreement d a t e d J u l y 1,_J.998, w i t h . 
TMBR/Sharp D r i l l i n g , I n c . as O p e r a t o r and F u e l P r o d u c t s , I n c . , e t a l ^ s J J p n - O p e r a t p r s . 

A C C O U N T I N G P R O C E D U R E 
J O I N T O P E R A T I O N S 

I . CJFJNElRAi, PROVISIONS 

1. Definitions 

".luiiil I*io|ici Ly" shall mean the real and personal property subject In the agreement to which this AiToiinlinu Procedure 
is attached. 
".Iiiiut Operations" shall mean all operations necessary or proper for the development, operation, prolcclion ami uuiiiilc-
nanee id Ihe .loint Propel ty. 
"Joint Arrnnnl" shall tnean the account showing the charges paitl and credits received in the conduct of Ihe Joint Opern-
1 inns ami which ate In lit: shared liy the Tal lies. 
"Operator" shall mean Hie party designated to conduct the Joint Operations. 
"Non < )pei alms" shall mean the Parties lo this agreement other than the Operator. 
"Parties" shall mean Operaior and Non-Operators. 
"First U>vel Sit|>ervisi)rs" shall mean those employees whose primary function in Joint Opcralinns is Ihe iliret'l sii|>ervisimi 
of oilier employers and/or contract lahor directly employed on the Joint Properly in a fieltl operating rapacity. 
"Trrliuieal Kmployees" shall mean those employees having special and specific enginccrinyf. geological or other profes-
siooal skills, ami whose primary function in Joint Operations is the handling of specific opcraltng conditions and pr.»Monis 
foe (ho benefit of the Joint Property. 
"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 
"Mali 'i ial" shall mean personal properly, equipment or supplies acquired or held for use on the Joint Properly. 
"Conlrnila.ble Material" shall mean Material which at the lime is so classified in the Malerial Classification Manual as 
most recently recommended by the Council of Petroleum Accountants Societies. 

i 
2. Statement antl Hillings 

Operaior shall bill Non-Operators on or before Ihe last day of each monlh for their proporl innate share of the Joint Ac-
roottt for Ihe preceding month. Such bills wil l be accompanied by statements which idonlifv the authority for expendilure. 
lease or facility, and all charges anil credits summarized by appropriate classifications of investment and expense except 
that items of Controllable Malerial and unusual charges and credits shall be separately identified anil folly described in 
detail. 

. ' i . Advances and Payments by Non-Opcialors 

A. Unless otherwise provided for in the agreement, the Operator may reipiire the Non Operators lo advance Iheir 
share of estimated cash outlay for the succeeding month's operation within fifteen (lf>) days after receipt of Ihe bi l l -
inn or by the first day of the monlh for which the advance is required, whichever is later. Operator shall adjust each 
monthly billing to reflect advances received from the Non-Operators. 

Kadi Non-Operator shall pay its proportion of all bills within fifteen (lh) days after receipt. If payment is not made 
wiihin ilhin such lime, the unpaid balance shall bear interest monthly a l the prime rate in effect al Texas_ 

Commerce Bank n n f j r s | , | . l v „f i \ w „innlh in which delinquency ocitirs plus I'S. or the maximum 
contract rate permitted by the applicable usury laws in Ihe state in which the Joint Properly is located, whichever 
is the lesser, plus attorney's fees, court costs, and olher costs in connection with the collection of unpaid amounts. 

Adjustments 

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the currcclness thereof; 
provided, however, all bills and statements rendered to Non-Operators by Operator during any calendar year shall con
clusively be presumed to be true and correct after twenty-four (24) months following the end of any such calendar year, 
unless within the saitl twenty-four (24) month period a Non-Operator takes written exception therein anil makes claim on 
Operaior lor adjustment. No adjustment favorable lo Operator shall be made unless i l is made wiihin the same prescribed 
period. The provisions of litis paragraph shall not prevent adjustments resulting from a physical inventory of t'onli ollable 
Material as provided for in Section V. 

COPYRIGHT© 1985 by the Councii of Petroleum Accountants Societies. 

- 1 -
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1 5. Audits 
2 ' 
3 A A Nun-Operator. u|>on notice in writ ing to Operator ami ad other Non-Operators, shall have tlie right to audit 
4 Operator's accounts and records relating to the Joint Account for any calendar year within the twenty-four 

6 (24) mouth |)criod following the end of such calendar year; provided, however, the making of an audit shall not 
U exteoil the time for the taking of written exception lo and the adjustments of accounts as provided for in 
7 Paragraph 4 of thia Section 1. Where there arc two or more Non-O[)€rators. the Non-O|>cralors shall make 
U every reasonable effort to conduct u joint audit in a manner which will resull in a minimum of inconvenience 
9 UJ the Operator. Operator shall bear no portion of the Non-Operators' audit cost incurred under this 

10 paragraph unless agreed to by the Operator. The audits shall not be conducted more than once each year 
11 without prior approval of Operator, except upon the resignation or removal of the Operator, and shall be made 
12 at the expense of those Non-Operators approving auch audit. 
13 

H U. The Operator shall reply in writ ing to an audit report within 180 days after receipt of such report. 

15 
16 (i. Approval By Non-Operators 

I 17 
j Where an approval or other agreement of llic Parties or Non-Operators is expressly required under other sections of 

13 ibis Accounting Procedure and if the agreement lo which this Accounting Procedure is attached contains no 
20 contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator's pro|x>sal. and the 
21 agreement or approval of a majority in interest of the Non-Opcralors shall be controlling on all Non-Operators. 
22 
23 
24 I I . DIRECT CHANGES 
26 
21) Operator shall charge the Joint Account with the following items: 
27 
28 1 Ecological and Environmental 
29 
JO Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy 
31 environmental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or 
:!2 archaeological nature and pollution control procedures aa required by applicable laws and regulations. 
33 
34 2. Rentals and Royalties 
J5 

3G I/ease rentals and royalties paid by Operator for the Joint Operations. 
37 
38 3. I^ibor 
39 

40 A. (1) Salaries and wages of Operator's field employees directly employed on the Joint Property in the conduct of 

41 Joint Operations. 
42 
43 (2) Salaries of First I^vel Supervisors in the field. 
44 
•15 (3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are 
1C excluded from Die overhead rales. 
47 
-18 (4) Salaries and wages of Technical Employees either teuqxjrarily or |>ermanenliy assigned to and directly 
19 employed in the operation of the Joint Property if such charges are excluded from the overhead rales. 
50 
51 l i . Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to 
52 employees whose salaries and wages are chargeable lo the Joint Account under Paragraph 3A of this Section I I . 

53 Such costs under this Paragraph 3B may be charged on a "when and as paid basis" or by "iK'rcenlage assessment" 
54 on the amount of salaries and wages chargeable lo the Joint Account under Paragraph 3A ot this Section I I . If 
55 percentage assessment is used, the rate shall be based on the Operator's cost experience. 
56 

57 C Experiuliui Li or contributions made pursuant to assessments imposed by governmental authority M-hie:: _rc 
58 applicable to Operators costs chargeable lo the Joint Account under Paragraphs 3A and 30 o( this Section l l . 
59 
00 D. Personal Expenses of those employees whose salaries and wages are chargeable to the Juint Account under 
til Paragraph 3A of this Section I I . 
G2 

G3 4. Employee Benefits 
04 
65 Operator's current costs of established plans (or employees' group life insurance, hospitalization, pension, retirement, 

lili stuck puirliase, thrift, bonus, and other benefit plans of a like nature, applicable to O|>eralor's labor cost chargeable lo the 
l'i7 .hunt Account tinder Paragraphs 3A and UlS of this Section I I shall be 0|>crator's uclual cost nut Ui exceed the |iercenl 
68 most recently recommended by the Council of Petroleum Accountants Societies. 
D9 
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1 5. Malerial 
i 

3 Material purchased or furnished by Operator for use on the Joint Pro[>crty as provided under Scctiutt IV. Only such 

4 Material shall be purchased for or transferred to the Joint Pro|>erty as may be required fur immediate use and is 
5 reasonably practical and consistent with efficient and economical oi>crationa. The accumulation of surplus stocks shall be 
0' avoided. 
7 
8 C. 'IVansportalion 

9 
10 Transportation of employees and Material necessary for the Joint Operations but subject lo the following limitations: 
11 

12 A. If Material is moved to the Joint Properly from the Operator's warehouse or other properties, no charge shall be 
13 made to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like 
14 material is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties. 
15 
10 11. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the Joint 
7 Account (or a distance greater than the distance to the nearest reliable supply store where like material is normally 
8 available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be 

ia made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed lo by the 
20 Parties. 
21 
22 ('.. In the application of subparagraphs A and B above, the option lo equalize or charge actual trucking cost is 
23 available when the actual charge is $400 or less excluding accessorial charges. The $400 will he adjusted lo the 
21 umuunl most recently recommended by the Council of Petroleum Accountants Societies. 
25 
20 7. Services 
27 

28 The cost o( contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph 

29 10 of Section 11 and Paragraph i , i i , and i i i , of Section I I I . The cost of professional consultant services and contract 
30 services of technical personnel directly engaged on the Joint Properly if such charges are excluded from the overhead 
31 rales. The cost of professional consultant services or contract services of technical personnel not directly engaged on the 
32 Joint Property shall not be charged to the Joint Account unless previously agreed to by the Parties. 
33 
14 8. Equipment and Facilities Furnished By Operator 
35 
3G A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate 
37 with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, oilier operating 
38 expense, insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to 
39 exceed e l £ " * - percent ( %) per annum. Such rates shall not exceetl average commercial 
10 rates currently prevailing in the immediate area of the Joint Property. 
41 
42 0. In lieu of charges in paragraph 8A above. Operator may elect to use average commercial rales prevailing in the 
•13 immediate area of the Joint Property less 20%. For automotive equipment, 0(>crau>r may elect to use rales 
44 published by the Petroleum Motor Transport Association. 
45 
10 9. Damages and Losses to Joint Property 
47 
18 All costs or excuses necessary fur the repair or replacement of Joint IVoperty made necessary because of damages or 
19 losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from 0|>erator's gross 
50 negligence or wil l ful misconduct. Operator shall furnish Non-Operator written notice ol damages or losses incurred as 

61 soon as practicable after a report thereof has been received by Operaior. 
02 ! 
53 10. l-egal Expense 
54 

65 Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and 
6G amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to 
57 protect or recover the Joint Property, except t*n«t no charge for services of Operator's legal staff or fees or expense of 
58 outside attorneys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be 
69 covered by the overhead provisions of Section I I I unless otherwise agreed lo by the Parties, except as provided in Section 
GO I , Paragraph 3. 
Gl 
62 11. Taxes 
03 

<jl All taxes of every kind and nature assessed or levied upon or in connection wilh the Joint Property, the operation thereof. 
05 or the production therefrom, and which taxes have been paid by the Operator (or the benefit ol the Parties. If the ad 
06 valorem taxes are based in whole or in part upon separate valuations of each party's working interest, then 
07 notwithstanding anything Ui the contrary herein, charges to the Joint Account shall be made and paid by Ihe Parties 
08 hereto in accordance with the lax value generated by each party's working interest. 
09 
70 

I •• 
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I 12. Insurance 
2 
3 Net premiums paid fur insurance required to be carried fur the Joint Operations for the protection of the l\irlius. In the 
•t event Joint ()|>cralions are conducted in a state in which Operator may act as self-insurer for Worker's Com|>ciisation 
6 ami/or Employers Liability under the respective state's laws. Operator may, al its election, include the risk under its self-
G insurance program and in thai event, Operator shall include a charge at Operator's cost not to exceed manual rates 
7 

8 13. Abandonment and Reclamation 

9 

10 Costs incurred for abandonment of the Joint Properly, including costs required by governmental or other regulatory 
I I authority. 
12 
13 14. Communications 
14 

15 Cost uf acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and 

10 microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joint 
' n Property are 0|>erator owned, charges lo the Joint Account shall be made as provided in Paragraph 8 of this Section l l . 

J 

19 16. Other Expenditures 
20 
21 Any other expenditure not covered or dealt with in the foregoing provisions of this Section I I , or in Section I I I and which 
22 is of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint 
23 Operations. 
24 
25 
2<J I I I . O V E R H E A D 
27 
28 I . Overhead - Dr i l l ing and Producing Operations 
29 

30 i As compensation for administrative, supervision, office services and warehousing costs. Operator shall charge 

31 drilling and producing operations on either: 

32 
33 ( X j Fixed Rate Basis, Paragraph IA, or 
M ( ) Percentage Basis, Paragraph IB 
35 j 
30 Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and 
37 salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under 
38 Paragraph 3A. Section 11. The cost and expense of services from outside sources in connection with matters of 
39 taxation, traffic, accounting or matters before or involving governmental agencies shall be considered as included in 
10 the overhead rates provided for in the above selected Paragraph of this Section U l unless such cost and expense are 
41 agreed to by the Parties as a direct charge to the Joint Account. 
12 
43 ii The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant 

11 services and contract services of technical personnel directly employed on the Joint Property: 
46 
•10 1 ) shall be covered by the overhead rates, or 
47 ( X ) shall not be covered by the overhead rates. 

48 
49 i i i . The salaries, wages and Personal Expenses of 'technical Employees and/or costs of professional consultant services 
50 and contract services of technical personnel either temporarily or permanently assigned to and directly employed in 

51 the operation of the Joint Property: 
62 
63 ( ) shall be covered by the overhead rates, or 
54 ( X ) shall not be covered by the overhead rates. 
55 

50 A. Overhead - Fixed Rate Basis 

, 5 7 

58 (1) Ojierator shall charge the Joint.Account at the following rates per well per month: 
59 
GO Drilling Well Rale I 4 . 5 0 0 . 0 0 
01 (Prorated for less than a full month) 
62 

03 Producing Well Rate | 4 5 0 . 0 0 
G4 * 

65 (2) Application of Overhead - Fixed Rate Basis ahall be as follows: 
60 

67 (a) Drilling Well Rata 
G8 
(i'J (1) Charges for dril l ing wells shall begin on the date the well is spudded and terminate un the date 
70 the drilling rig. completion rig, or other units used in completion of the well is released, whichever 
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is later, except that no charge ihall be made during tuspenslon of dri l l ing or completion operallont 
for fifteen (16) or more consecutive calendar days. 

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (6) 
consecutive work daya or more ihall be made at the dri l l ing well rate. Such charge* ihall be 
applied for the period from date workover operations, with rig or other units used in workover. 
commence through date of rig or other unit release, except that no charge shall be made during 
suspension of operations for fifteen (16) or more consecutive calendar days. 

(b) Producing Well Rales 

(1) An active well either produced or injected into for any portion of the month shall be considered as 
a one-well charge for the entire month. 

(2) Each active completion in a multi-completed well in which production is not commingled down 
hole shall be considered as a one-well charge providing each completion is considered a separate 
well by the governing regulatory authority. 

13) An inactive gas well shut in because of overproduction or failure of purchaser to lake the 
production shall be considered as a one-well charge providing the gas well is directly connected to 
a permanent sales outlet. 

(4) A one-well charge shall be made for the month in which plugging and abandonment operations 

are completed on any well. This one-well charge shall be made whether or not the well has 

produced except when drill ing well rate applies. 

(5) Al l other inactive wells (including but not limited lo inactive wells covered by unit allowable, lease 
allowable, transferred allowable, etc.) shall not qualify for an overhead charge. 

(3) The well rates shall be adjusted as of the first day of Apr i l each year following the effective date of the 
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying 
the rate currently in use by the percentage increase or decrease in the average weekly earnings of Crude 
Petroleum and Ga3 Production Workers for the last calendar year compared to the calendar year preceding as 
shown by the index of average weekly earnings of Crude Petroleum and Gas Production Workers as published 
by the United Stales Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as 
published by Statistics Canada, as applicable. The adjusted rates shall be the rates currently in use, plus or 
minus the computed adjustment. 

Overhead - Percentage Basis 

(1) Operator shall charge the Joint Account at the following rales: 

la) Development 

Percent ( %) of Ihe cost of development of the Joint Proi>eriy exclusive of costs 
provided under Paragraph 10 of Section I I and all salvage credits. 

lb) Operating 

. Percent(. . %) of the cost of operating the Joint Property exclusive of costs provided 
under Paragraphs 2 and 10 of Section I I , all salvage credits, the value of Injected substances purchased 
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the 
mineral interest in and to the Joint Property. 

(2) Application of Overhead - Percentage Basis shall be as follows: 

•Va- the purpose of determining charges on a percentage basis under Paragraph I B of this Section 511. 
development ihall include all costs in connection with dri l l ing, redrilling, deepening, or any remedial 
operations on any or all wells involving the use of dril l ing r ig and crew capable of dri l l ing to the producing 
interval on the Joint Property; also, preliminary expenditures necessary in preparation for dril l ing and 
expenditures incurred in abandoning when the well is not completed as a producer, and original cost of 
construction or installation of fixed assets, the expansion of fixed assets and any other project clearly 
discernible as a fixed asset, except Major Construction as defined in Paragraph 2 of this Section U l . Al l other 
costs shall be considered as operating. 

Overhead - Major Construction 

'lb cotnixnisale 0|>cruLor for overhead costs incurred in the construction and installation o( fixed assets, the expansion of 
(ixeil assets, and any other project clearly dlscernibte as a fixed asset required for the development and operation of the 
Joint Properly, Operator shall either negotiate a rate prior lo the beginning of construction, or shall charge the Joint 

• 5 -
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I Account (or overhead baaed on the following rates (or any Major Construction projocl tn excess of \ • 
2 
3 A. % of first $100,000 or total cost if less, plus . > 
4 : 

b U. 1 % of costs in excess of $100,000 but less than $1,000,000. plus 
fl 
7 C 1 % of costs in excess of $1,000,000. 
g * t o be n e g o t i a t e d . 

9 Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a single 
10 project shall not be treated separately and the cost of drilling and workover wells and artificial l i f t equipment shall be 
I I excluded. 
12 
13 3. Catastrophe Overhead 
14 

15 lb compensate 0|>crator for overhead costs incurred in the event of expenditures resulting from a single occurrence due 
16 to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are 

^ necessary lo restore the Joint Property lo the equivalent condition that existed prior to the event causing the 
.6 expenditures, Operator shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account 
19 for overhead based on the following rates: 

20 

21 A. * % of total costs through $100,000; plus 
22 
23 I I . * % of total costs in excess of $100,000 but less than $1,000,000; plus 
24 
25 C. t % of lotal costs in excess of $1,000,000. 
2Q * t o be n e g o t i a t e d . 

27 Expenditures subject to the overheads above wil l not be reduced by insurance recoveries, and no other overhead 
28 provisions of this Section I I I shall apply. 
29 
30 4. Amendment of Rales 
31 
32 The overhead rates provided for in this Section [ I I may be amended from time to time only by mutual agreement 

33 between ihe Parlies hereto if, in practice, the rates are found to be insufficient or excessive. 

14 
35 
30 IV. PRICING OF J O I N T ACCOUNT M A T E R I A L PURCHASES, TRANSFERS A N D DISPOSITIONS 
37 
38 Opeiator is responsible (or Joint Account Material and shall make proper and timely charges and credits for all Material 
33 movements affecting the Joint Property. Operator shall provide all Malerial for use on the Joint Property; however, at 
40 Operator's option, sueh Material may be supplied by Ihe Non-Operator. Operator shall make timely disposition of idle and/or 
11 surplus Malerial. such disposal being made either through sale lo Operaior or Non-Operator, division in kind, or sale to 
•12 outsiders. Oi>or'.itor may purchase, but shall be under no obligation to purchase, interest of Non-Operalors in surplus condition 
13 A or l i Maleriul The distosal of surplus Controllable Material not purchased by the Operator shall be agreed lo by the I*arties. 
44 
•15 I . Purchases 
16 
47 Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case of 
48 Malerial (ound to be defective or returned lo vendor for any other reasons, credit shall be passed lo the Joint Account 
49 when adjustment has been received by the Operator. 
50 
51 2. T r a n s f e r and Dispositions 
52 I 
53 Material furnished to the Joint Properly and Material transferred from the Joint Property or disposed of by the Oi>erator. 
54 unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts: 
56 
5G A. New Material (Condition A) 
57 

68 (1) Tubular Goods Olher than Line Pipe 
59 
00 (a) Tubular goods, siied 2% inches OD and larger, except line pipe, shall be priced al Eastern mill 
01 published carload base prices effective as of date of movement plus transportation cost using the 80,000 
02 pound carload weight basis to the railway receiving point nearest the Joint Properly for which 
03 published rail rates for tubular goods exist. If the 80,000 pound rail rale is not offered, the 70,000 |x>und 
04 ur 90 000 pound rail rate may be used. Freight charges for tubing wil l be calculated (rom Lorain. Ohio 
G5 and casing from Youngstown, Ohio. 
00 
07 (h) For grades which are special lo one mill only, prices shull be computed al the mill base of that mill plus 
OH Irun&txjrlalton coal (rom that mill to tha railway rucciving |>oit\t nearest the Joint Protwrty aa provtdod 
09 above in Paragraph 2.A (lXa). For transportation cost from points other than Eastern mills, the 30,000 
70 

- 6 -
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pound Oil Field Haulers Association interstate truck rule shall be used. 

tc) Special end finish tubular goods shall be priced al the lowest published out-of-stock price, f.o.b. Houston, 
Texas, plus trans|>orlation cost, using Oil Field Haulers Association interstate 30.000 pound Iruck rate, 
to the railway receiving point nearest the Joint Property. 

Id) Macaroni tubing (size less than 2y, inch OD) shall be priced at the lowest published out-of slock prices 
f o.b. the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rale 
per weight of tubing transferred, to the railway receiving point nearest the Joint Property. 

(2) Line Pipe 

|(a) Line pipe movements (except size 24 inch OD and larger with walls inch and over) 30,000 pounds or 
more shall be priced under provisions of tubular goods pricing in Paragrapli A.(1KB) as provided above. 
Freight charges shall be calculated from Lorain, Ohio. 

(b) Line pipe movements (except size 24 inch OD and larger with walls V, inch and over) less than 30,000 
pounds shall be priced at Eastern mill published carload base prices effective as of date of shipment, 
plus 20 percent, plus transportation costs based on freight rates as set forth under provisions of tubular 
goods pricing in Paragraph A.(lXa) as provided alx>ve. Freight charges shall be calculated from Ijorain. 
Ohio. 

(c) Line pipe 24 inch OD and over and y, inch wall and larger shall be priced f.o.b. Ihe |<oinl of 
manufacture at current new published prices plus transportation cost lo the railway receiving point 
nearest the Joint Property. 

(d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall 
be priced at quoted prices plus freight to the railway receiving point nearest the Joint Properly or at 
prices agreed to by the Parties. 

(3) Other Material shall be priced al the current new price, in effect at dale of movement, as listed by a reliable 

supply store nearest the Joint Property, or point of manufacture, plus lrans|Kirlation costs, if applicable, to the 

railway receiving point nearest the Joint Property. 

(4) Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current 
new price, in effect on dale of movement, as listed by a reliable supply store nearest the Joint Property, or 
ixjmt of manufacture, plus transportation costs, if applicable, to the railway receiving |»int nearest the Joint 
Properly. Unused new tubulars wil l be priced as provided above in Paragraph 2.A.(1) and (2). 

H. Good Used Material (Condition B) 

Material in sound and serviceable condition and suitable for reuse without reconditioning: 

(1) Material moved lo the Joint Properly 

At seventy-five percent (75%) of current new price, us determined by Paragraph A. 

(2) Material used on and moved from the Joint Properly 

(a) At seventy-five percent (75%) or current new price, as determined by Paragraph A, if Material was 

originally charged to the Joint Account as new Material or 

(b) At sixty-five percent (65%) of current new price, as determined by Paragraph A. if Material was 

originally charged to the Joint Account as used Material. 

(3) Material not used on and moved from the Joint Property 

A l seventy-five percent (75%) of current new price as determined by Paragraph A. 

The cosl of reconditioning, if any, shall be absorbed by the transferring properly. 

C. Olher Used Material 

(1) Condition C 

Material which is not in sound and serviceable condition and not suitable for its original (unction until 
after reconditioning shall be priced al f if ty percent (50%) of current new price as determined by 
Paragraph A. The cost of reconditioning ahull be chargud lo the receiving projHrrly. provided Condition 
C value plus cosl of reconditioning does not exceed Condition B value. 
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I (2) Condition D 
2 

3 Material, excluding junk| no longer suitable for ils original purpose, but usable for some oilier purpose 
4 shall be priced on a basis commensurate with ils use. Operator may dispose of Condition D Material 
5 under procedures normally used by Operator without prior approval ot Non Operators. 
G 

7 (a) Casing, tubing, or dri l l pipe used as line pipe shall be priced as Grade A and B seamless line pipe 
8 of comparable size and weight Used casing, tubing or dr i l l pipe utilized as line pipe shall be 
9 priced at used line pipe prices. 

10 

I I (b) Casing, tubing or dr i l l pipe used as higher pressure service lines than standard line pi)*, e.g. 

12 power oil lines, shall be priced under normal pricing procedures for casing, tubing, or dril l pipe. 
13 Upset tubular goods shall be priced on a non upset basis. 
14 

15 (3) Condition E 
IG 
7 Junk shall be priced at prevailing prices. Operaior may dispose of Condition E Material under 

18 procedures normally utilized by Operator without prior approval of Non-Operators. 
19 
20 D. Obsolete Material 
21 
22 Material which is serviceable and usable for ils original function but condition and/or value of such Malerial 
23 is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by 
24 the Parties. Such price should result in the Joint Account being charged with the value of the service 
25 rendered by such Materiul. 
2G 

27 E. Pricing Conditions 

28 
29 (1) leading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25?) 
30 per hundred weight on all tubular goods movements, in lieu of actual loading or unloading costs 
31 sustained at the stocking point. The above rate shall be adjusted as of the first day of April each year 
32 following January 1, 1985 by the same percentage increase or decrease used to adjust overhead rates in 
33 Section I I I . Paragraph l.A.(3). Each year, the rate calculated shall be rounded lo the nearest cent and 
31 shall be the raU; in effect unli l the first day of Apri l next year. Such rate shall be published each year 
35 by the Council of Petroleum Accountants Societies. 
36 
37 (2) Malerial involving erection costs shall be charged at applicable percentage of the current knocked down 
38 price of new Material. 
39 
10 3. Premium Prices 
41 
12 Whenever Malerial is not readily obtainable at published or listed prices because of national emergencies, strikes or other 
•13 unusual causes over which the 0|>erator has no control, the Operator may charge the Joint Account (or the required 
•14 Material at Ihe Operator's actual cost incurred in providing such Malerial, in making it suitable fur use, and in moving i l 
15 to the Joint Pro|ierty; provided notice in wri t ing is furnished to Non-Operators of the proimsed charge prior lo billing 
10 Non .Operators fur such Malerial. Each Non-Operator shall have the right, by so electing and notifying Operator within 
•17 leu days afler receiving notice from Operator, lo furnish in kind all or part of his share of such Material suitable for use 
48 and acceptable to Operaior. 
49 
60 4. Warranty of Malerial Furnished Uy Operator 
51 

52 Operator does not warrant the Malerial furnished. In case of defective Malerial. credit shall noi be passed lo the Joint 
53 Account until adjustment has been received by Operator from the manufacturers or their agents. 
54 
55 

50 V. INVENTORIES 

58 The Operator shall maintain detailed records of Controllable Material. 
59 
GO 1. Periodic Inventories, Notice and Representation 
61 

G2 A l reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice 
63 of intention to lake inventory shall be given by Operator al least thirty (30) days before any inventory is to begin so that 
04 Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represented at an 

05 inventory shall bind Non-Opcralors to accept Ihe inventory taken by Operaior. 
GG 

07 2. Reconciliation anil Adjustment of Inventories 
68 J 
0 9 Adjus tment* lo lh« Join t Account resu l t ing f r o m tho reconcil iat ion of a physical inventory shall be mai ls w i i h i n six 
1 0 months; following the Liking of the inventory. Inventory adjustments shall he made by Operator Ui the Joint Account for 

• 8 -
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I overages and shortages, but. Operator shall be held accountable only for shortages due to lack of reasonable diligence. 
•i 
3 3. Special Inventories 
4 

5 Sl>ecial inventories may be taken whenever there is any sale, change of interest, or change of 0(>erator in the Joint 
G Property, l l shall be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of 
7 interest takes place. In sueh cases, both the seller and the purchaser shall be governed by such inventory. In cases 
8 involving a change of Operator, all Parties shall be governed by such inventory. 
9 

10 4. Expense of Conducting Inventories 
11 
12 A The expense of conducting periodic inventories shall not be charged to the Joint Account unless agreed to by the 
13 Parties. 
14 
ID Ii The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except 
1G inventories required due to change of Operator shall be charged UJ the Joint Account. 
17 



EXHIBIT "E" - Attached t o and made a pa r t o f tha t c e r t a i n Operat ing Agreement 
dated J u l y 1, 1998 by and between TMBR/Sharp D r i l l i n g , I n c . 
as "Operator" and Fuel Products , I n c . , e t a l . as "Non-Operators". 

EXHIBIT "E" 
GAS BALANCING AGREEMENT ("AGREEMENT") 

ATTACHED TO AND M A D l i PART OK THAT CERTAIN 

OPERATING AGREEMENT DATED 
UV AND RETWEEN , . , AND 

("OPERATING AGREEMENT") RELATING TO THE 

AREA, COUNTY, STATE OF 

1. DEFINITIONS 

Hie following definitions shall apply lo this Agreement: 

I 01 "Arm's Length Agreement" shall mean any gas sales agreement with an unaffiliated 
purcliaser or any gas sales agreement with an affiliated purcliaser where die sales price anil 
delivery conditions under such agreement are representative of prices and deliveiy conditions 
ousting under oilier similar agreements in the area between unaffiliated parties at lite same 
time for natural gas of comparable quality and quantity. 

1.02 "Dalanc'ing Area" sliall mean each well subject to the Operating Agreement dint produces Gas 
or is allocated a share of Gas production. If a single well is completed in two or more 
producing intervals, each producing interval from which the Gas production is nm 
commingled in die wellbore shall be considered a separate well or Balancing Area 

1.03 'Full Share of Current Production" shall mean the Percentage Itucicsi ol each l':my in the 
Gas actually produced from the Balancing Area during each month. 

I 0-1 "Gas" shall mean all hydrocarbons produced or producible from ihe Balancing Area, whoUier 
from a well classified as an oil well or gas well by die regulatory agency having jurisdiction 
in such matters, which are or may be made available for sale or separate disposition by the 
Panics, excluding oil. condensate and other liquids recovered by field equipment operated fm 
the joint account. For the purposes of this Agreement, "Gas" does not include gas used in 
joint operations, such as for fuel, recycling or reinjection, or which is vented or lost pnoi iu 
its sale or delivery from the Balancing Area. 

1.05 "Makeup Gas" shall mean any Gas taken by an Underproduced Party from the Balancing 
Area in excess of its Full Share of Current Production, whether pursuant lo Section 3 3 or 
Section 4.1 hereof. 

1.06 " M c f shall mean one thousand cubic feet. A cubic fool of Gas shall mean die volume ol gas 
contained in one cubic fool of space at a standard pressure base and at a standard temperature 
base. 

1.07 "MMUcu" sliall mean one million British 'ITiential Units. A British Thermal Unit shall mean 
the quantity of heat required lo raise one pound avoirdupois of pure water from 58 .5 degrees 
Fahrenheit to 59.5 degrees Fahrenheit at a constant pressure of 14.73 pounds per square inch 
absolute. 

1.08 "Operator" shall mean the individual or entity designated under die terms ol the ()|K'iaimr 
Agreement or, in Ute event this Agreement is noi employed in connecuon with an upci.itine 
agreement, the individual or entity designated as Ute operator of die weU(sj locaicu in tin 
Balancing Area. 

1.09 "Overproduced Parry" shall meany any Pany having taken a greater quantity oi Gas Irom tin-
Balancing Area than ihe Percentage Interest of such Party in the cumulative, qtunim ul all 
Gas produced from the Balancing Area. 

I 10 "Overproduction" shall mean the cumulauve quanuiy of Gas taken by a Party m excesi ui its 
Percentage Interest in the cumulative quantity of all Gas produced from die Balancing Area 

I I I "Party" sliall mean those individuals or entities subject to this Agreement, and their rcspcciiAc 
licirs, successors, transferees and assigns 
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1.12 "Percentage Interest" shall mean the percentage or decimal interest of each Party in the Gas 
produced from the Balancing Area pursuant to llie 0|>erating Agreement coveting llic 
Balancing Area. For Ihe purposes of applying the Oklahoma Production Revenue Standards 
Act hereto the terms "Percentage Interest", "Proportionate Production Interest, and "Working 
Interest Share of Production" shall be considered equivalent terms. 

1.13 "Royalty" shall mean payments on production of Gas from Ihe Balancing Area to all owners 
of royalties, overriding royalties, production payments or similar interests 

1.14 "Underproduced Party" shall mean any Party having taken a lesser quantity of Gas from die 
Balancing Area than the Percentage Interest of such Party in the cumulative quantity of all 
Gas produced from the Balancing Area. 

1.15 "Underproduction" shall mean the deficiency between the cumulative quantity of Gas taken 
by a Party and its Percentage Interest in the cumulative quantity of all Gas produced from die 
Balancing Area. 

1.16 "Winter Period" shall mean the months of November, December, January and February 

2. BALANCING AREA 

2.1 If this Agreement covers more than one Balancing Area, it shall be applied as i l each 
Balancing Area were covered by separate but identical agreements. All balancing hereunder shall be on the 
basis of Gas taken from the Balancing Area measured in MMBius. 

2.2 In the event that all or part of the Gas deliverable from a Balancing Area is or becomes subject 
to one or more maximum lawful prices, any Gas not subject to price controls shall be considered as produced 
from a single Balancing Area and Gas subject to each maximum lawful price category shall be considered 
produced from a separate Balancing Area. 

3. RIGHT OF PARTIES TO T A K E GAS 

3.1 Each Parry desiring to take Gas will notify the Operator, or cause Ute Operator to be notified 
of the volumes nominated, the name of the transportng pipeline and ihe pipeline contract number (if available) 
and meter station relating to such delivery, sufficientiy in advance for die Operator, acting with reasonable 
diligence, to meet all nomination and other requirements. Operator is authorized (o deliver Uie volumes so 
nominated and confirmed (if confirmation is required) to the transporting pipeline in accordance witii the terms 
of this Agreement. 

3.2 Each Parly shall make a reasonable, good failli efforl to take iis Pull Share of Current 
Production each mondi, to die extent dial such production is required to maintain leases in effect, lo protect 

Uie producing capacity of a well or reservoir, to preserve correlative rights, or to maintain oil production. 

3.3 When a Party fads for any reason to take its Full Share of Current Production (as such Share 
may be reduced by die right of ihe olher Parties lo make up for Underproduction as provided herein), the oilier 
Parties shall be entitled to lake any Gas which such Parly fails to take. To (lie extern practicable, such Gas 
sliall he made available initially to each Underproduced Party in die proportion dial its Percentage Interest in 
the Balancing Area bears to the total Percentage Interests of all Underproduced Parties desiring to take such 
Gas. If all such Gas is not taken by the Underproduced Parties, die portion not taken shall then be math 
available to the other Panics in the proportion that iheir respective Percentage Interests in the balancing Area 
bear to the total Percentage interests of such Parties. 

3.4 All Gas taken by a Parry in accordance with the provisions of diis Agreement, regardless of 
whether such Parry is underproduced or overproduced, shall be regarded as Gas taken for ils own account with 
tide thereto being in such taking Party. 

3.5 Norwithstarxiing the provisions of Section 3.3 hereof, no Overproduced Party shall he entitled 
in any month to take any Gas in excess of three hundred percent (300%) of its Percentage Interest of the 
Balancing Area's then-currenl Maximum Monthly Availability; provided, however, dial Uiis limitation shall 
not apply to Oie extent that it would preclude production that is required to maintain leases in effect, to pmiect 
die prpducing capacity of a well or reservoir, to preserve correlative rights, or to maintain oil production 

"Maximum Monthly Availability" shall mean the maximum average monthly rale of production at which Gas 
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can be delivered from the Balancing Area, as determined by the Operator, considering the maximum efficient 
well rate for each well within Uie Balancing Area, llic maximum allowable(s) set by the approptintc tcpilaimy 
agency, mode of operation, production facility capabilities and pipeline pressures. 

3.6 In the event that a Party fails lo make arrangements to take ils Pull Share of Current 
Production required to be produced to maintain leases in effect, to protect the producing capacity of a well or 
reservoir, to preserve correlative rights, or to maintain oil production, the Operator may sell any part of such 
Parry's Full Share of Current Production that such Parry fails lo take for the account of such Party and render 
lo such Parry, on a current basis, the full proceeds of the sale, less any reasonable marketing, compression, 
treating, gathering or transportation costs incurred directly in connection with the sale of such Pull Share of 
Current Production. In making the sale contemplated herein, the Operator shall be obligated only to obtain 
such price and conditions of die sale as are reasonable under the circumstances and shall not be obligated to 
share any of its markets. Any such sale by Operator under the terms hereof shall be only for such reasonable 
|x;riods of lime as are consistent with the minimum needs of die industry under die particular circumstances, 
but in no event for a period in excess of one year. NolwitlLstanding die provisions of article 3.4 lieteul. Gas 
sold by Operator for a Party under the provisions hereof shall be deemed to be Gas taken for die account ol 
such Party. 

4. IN-KIND BALANCING 

4 .1 Effective the first day of any calendar niondi following at least Uiirty (.30) days' pnor wnitc.-n 
notice to the Operator, any Underproduced Party may begin taking, in addition to ils Full Share of Cut rem 
Production and any Makeup Gaswtake_n^pursuant to Section 3.3 of diis Agreement, a share of curieni 
production determined by multiplying / percent (257o) of die Full Shares of Current Production ol all 
Overproduced Parties by a fraction, the numerator of which is the Percentage Interest of such Underproduced 
Party and die denominator of which is the total of the Percentage Interests of all Underproduced Paruos 
desiring lo take Makeup Gas. In no event will an Overproduced Party be required lo provide more ihanlwmity-f 
percent (25%) of its Full Share of Current Production for Makeup Gas. The Operator will promptly notify 
all Overproduced Parties of the election of an Underproduced Party lo begin taking Makeup Gas 

4 2 Notwithstanding the provisions of Section 4 1. no Overproduced Party will be required lo 
provide WHSWfctMnwpwwliwî ^ Makeup 
Gas during the Winter Period. 

4.3 Notwithstanding anything herein to the contrary no Underproduced Party which is a Non-
Consenting Party under the Operating Agreement and is not dien entided lo participate in any operation 
regarding a Balancing Area shall be entided lo take gas from said Balancing Area for which it is a Non-
Consenting Party. 

5. STATEMENT OF GAS BALANCES 

5.1 The Operator will maintain appropriate accounting on a monthly and cumulative basis of die 
volumes of Gas thai each Parly is entided to receive and die volumes of Gas actually taken or sold for each 
Party's account. Wiihin forty-five (45) days after the month of production, die Operator will furnish a 
statement for such monlh showing ( I ) each Party's Full Share of Current Production, (2) the total volume of 
Gas actually taken or sold for each Party's account, (3) (lie difference between ihe volume taken by each Pait\ 
and dial Party's Full Share of Current Production, (4) die Overproduction or Underproduction of each Pans 
and (5) olher daia as recommended by the provisions of ihe Council of Petroleum Accountants Socieiio. 
Uulletin No. 24, as amended or supplemented hereafter. Each Party taking Gas will promptly provide m tin 
Op"»tr.r any H.i> r . r j U j r . M by the Operator for preparation of die statements required hereunder 

5.2 If any Party fails lo provide the data required herein for four (4) consecutive production 
months, the Operator, or where ihe Operator has failed to provide data, anodier Party, may audit the 
production and Gas sales and transportation volumes of the non-reporting Party to provide Ihe required data 
Such audit shall be conducted only after reasonable nouce and during normal business hours in die office of 
llie Party whose records are being audited. All costs associated widi such audit will be charged to die account 
of Uie Parly failing to provide die required data. 

6. PAYMENTS ON PRODUCTION 

6.1 Each Parry taking Gas shall pay or cause lo be paid all production and severance taxes due 

i 
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on all volumes of Gas actually taken by such Party. 

6.2 Each. Party shall pay or cause lo be paid all Royally due with respccl to Royally owners m 
whom il is accountable as if such Party were taking its Full Share of Currenl Production, and only its Full 
Share of Current Production. 

6.3 In the event tliat any governmental authority requires that Royalty payments be made on any 
odter basis tiian diat provided for in this Section 6, each Party agrees to make such Royalty payments 
accordingly, commencing on die effective date required by such governmental audiority. and die method 
provided for herein shall be thereby superseded. 

7. CASH SETTLEMENTS 

7.1 Upon the earlier of the plugging and abandonment of the last producing interval in tlw 
Balancing Area, the termination of Ihe Operating Agreement or any pooling or unit agreement covering the 
Balancing Area, or at any time no Gas is taken from the Balancing Area for a period of twelve (12) 
consecutive months, any Party may give written notice calling for cash settlement of the Gas production 
imbalances among ihe Parties. Such notice shall be given to all Parties in die Balancing Area. 

7.2 Wiihin sixty (60) days after the notice calling for cash setdemem under Section 7.1, the 
Operator will distribute lo each Party a Final Gas Setdemenl Statement detailing die quantity of Ovct production 
owed by each Overproduced Party to each Underproduced Party and identifying the month to which such 
Overproduction is attributed, pursuant to the methodology set out in Section 7.4. 

7.3 Wiihin sixty (60) days after receipt of the Final Gas Settlement Statement, each Overproduced 
Party will pay to each Underproduced Parry entitled to settlement die appropriate cash settlement, accompanied 
by appropriate accounting detail. At the time of payment, die Overproduced Party will notify die Operator 
of ihe Gas imbalance setded by the Overproduced Parry's payment. 

7 4 Trie amount of the cash setdemenl will be based on the proceeds received by the 
Overpioduced Party under an Arm's Length Agreement for the Gas taken from time to unie by the 
Overproduced Party in excess of the Overproduced Parly's Full Share of Currenl Production. Any Makeup 
Gas taken by the Underproduced Party prior to monetary settlement hereunder will be applied to nllset 
Overproduction chronologically in the order of accrual. 

7.5 The values used for calculating the cash settlement under Section 7.4 will include nil proceeds 
received for the sale of the Gas by the Overproduced Party calculated at the Balancing Area, after deducting 
any production or severance taxes paid and any Royally actually paid by the Overproduced Party 10 an 
Underproduced Party's Royalty owner(s), to the extent said payments amounted to a discharge of said 
Underproduced Party's Royally obligation, as well as any reasonable marketing, compression, treating, 
gathering or transportation costs incurred direcdy in connection with the sale of the Overproduction 

7.5.1 For Overproduction sold under a gas purchase contract providing for payment based on a 
percentage of the proceeds obtained by the purchaser upon resale of residue gas and liquid or liquiliable 
hydrocarbons extracted at a gas processing plant, the values used for calculating cash setdemem will include 
proceeds received by the Overproduced Party for both ihe liquid hydrocarbons (including liquifiable 
hydrocarbons) and the residue gas attributable to the Overproduction. 

7.5.2 For Overproduction processed for the account of the Overproduced Party al a gas processing 
plant for the extraction of liquid hydrocarbons, where setdemenl for the gas so processed was on a basis olhei 
than percentage of the proceed*, the value-.* useo tor calculating cash settlement will include die proceeds 
received by the Overproduced Party for the sale of the liquid hydrocarbons extracted from die Overproduction, 
less the actual reasonable costs incurred by the Overproduced Party to process die Overproduction and m 
transport, fractionate and handle the liquid hydrocarbons extracted iherefram prior to sale. 

7.6 To ihe exlent the Overproduced Parry did not sell all Overproduction under an Arm s Length 
Agreement, the cash setdemem will be based on the weighted average price received by die Overproduced 
Party for any gas sold from die Balancing Area under Arm's l^ngdi Agreements during the inonilis to which 
such Overproduction is attributed. In the event that no sales under Arm's Ixngdi Agreements wcie made 
during any such month, the cash setdemenl for such monlh will be based on die spot sales prices published (<n 
die applicable geographic area during such monlh in a mutually acceptable pricing bulletin 
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7.7 Interest compounded al ihe maximum lawful rate of interest applicable to the Balancing Area 
will accrue for all amounts due under Section 7.1, beginning the first day following the date payment is due 
pursuant to Section 7.3. Such interest shall be borne by the Operator or any Overproduced I'arty in the 
proportion dial tiieir respective delays beyond die deadlines set out in Section 7.2 and 7.3 conuibuted to the 
accrual of the interest. 

7.8 In lieu of the cash settlement required by Section 7.3, an Overproduced Party may deliver 
to the Underproduced Party an offer to selUe its Overproduction in-kind and al such rates, quantities, tunes 
and sources as may be agreed upon by Uie Underproduced Party. If the Parties are unable to agree upon die 
manner in which such in-kind setdemem gas will be furnished within sixty (60) days after die Overproduced 
Party's offer to settle in kind, which period may be extended by agreement of said Parties, die Overproduced 
Parly sliall make a cash settlement as provided in Section 7.3 The making of an in-kind settlement offer under 
Ihis Section 7.8 will not delay the accrual of interest on die cash setdemem should Uie Parlies fail to reach 
agreement on an in-kind setdemenl. 

7.9 That portion of any monies collected by an Overproduced Party for Overproduction which 
is subject lo refund by orders of die Federal Energy Regulatory Commission or oUier governmental authority 
may be witiiheld by the Overproduced Pany unlit such prices are finally approved by such governmental 
audiority, unless the Underproduced Party furnishes a corporate undertaking, acceptable to ibe Overproduced 
Party, agreeing to hold the Overproduced Party harmless from financial loss ilue to refund orders by such 
governmental audiority. 

8. TESTING 

Notwithsunding any provision of this Agreement to the conUary, any Party shall have the right. Irom 
time to time, to produce and take up to one hundred percent (100%) of a well's entire Gas stream to meet the 
reasonable deliverability lcsi(s) required by such Party's Gas purchaser, and Uie right lo lake any Makeup lias 
shall be subordinate to die right of any Party to conduct such tests; provided, however, dial such tests sliall 
be conducted in accordance with prudent operating practices only after fifteen (15) day's prior written nonce 
to Uie Operator and shall last no longer than seventy-two (72) hours. 

9. OPERATING COSTS 

Nothing in this Agreement shall change or affect any Party's obligation to pay ils proporuonaie share 
of all costs and liabilities incurred in operations on or in connection with the Balancing Area, as its share 
diereof is set forth in die Operating Agreement, irrespective of whether any Parly is ai any lime selling and 
using Gas or whether such sales or use are in proportion lo ils Percentage Interest in die Balancing Area 

10. LIQUIDS 

1 ne Parties sliall sltare proportionately in and own all liquid hydrocarbons recovered with Gas by field 
equipment operated for the joint account in accordance witii their Percentage Interests in die Balancing Area 

11. AUDIT RIGHTS 

Notwithstanding any provision in this Agreement or any other agreemenl between die Parties herein, 
and further notwithstanding any termination or cancellation of this Agreement, for a period of two (2) vcars 
from die end of the calendar year in which any information to be furnished under Section 5 or 7 hereof i^ 
supplied, any Party shall have the right lo audit the records of any other Parly regarding quantity, including 
but not limited to information regarding Btu-comenl. Any Underproduced Party shall have die right for a 
period of two (2) years from the end of Uie calendar year in which any cash setdemer.i is received pursuant 
to Section 7 to audit die records of any Overproduced Parly as to all mailers concerning values, including but 
not limited to information regarding prices and disposition of Gas from die Balancing Area Any such audit 
shall be conducted at die expense ofthe Parry or Parties desiring such audit, and shall be conducted, after 
reasonable notice, during normal business hours in the office of the Party whose records are being audited 
Each Party hereto agrees to maintain records as to the volumes and prices of Gas sold each montii and tin-
volumes of Gas used in its own operations, along with die Royalty paid on any such Gas used bv a Party in 
its own o(>craiions. The audit rights provided for in this Section 11 shall be in addition to diosc provided fm 
in Section 5.2 of diis Agreemenl. 

12. MISCELLANEOUS 

i 
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12.1 As between the Parties, in the event of any conflict between the provisions of this Agreement 
and die provisions of any gas sales contract, or in the event of any conflict between die provisions ol this 
Agreement and die provisions of the Operating Agreemenl, die provisions of this Agreement shall govern 

12.2 Each Party agrees to defend, indemnify and hold harmless all other Parties from and against 
any and all liability for any claims, which may be asserted by any third party which now or hereafter stands 
in a contractual relationship with such indemnifying Party and which arise out of the operation of dus 
Agreement or any activities of such indemnifying Parry under the provisions of this Agreement, and docs 
further agree to save the other Parties harmless from all judgements or damages sustained and costs incurred 
in connection therewith. 

12.3 Except as otherwise provided in this Agreement, Operator is autiiomed to administer die 
provisions of diis Agreemenl, but shall have no liability to the odier Parties for losses sustained or liability 
incurred wluch arise out of or in correction with the performance of Operator's duties hereunder, except such 
as may result from Operator's gross negligence or willful misconduct. Operator shall not be liable to any 
Underproduced Party for the failure of any Overproduced Party (other than Operator) to pay any amounts 
owed pursuant to the terms hereof. 

12.4 Tliis Agreemenl shall remain in full force and effect for as long as ihe Operating Agreement 
shall remain in force and effect as to the Balancing Area, and thereafter until die Gas accounts between the 
Parlies are settled in full , and shall inure lo the benefit of and be binding upon die Parties hereto, anil dieu 
respective heirs, successors, legal representatives and assigns, if any. The Parlies herelo agree to give nonce 
of die existence of this Agreemenl to any successor in interest of any such Parly and lo provide dial any such 
successor shall be bound by this Agreement, and shall furdier make any transfer of any interest subject to the 
Operating Agreement, or any pari thereof, also subject to the terms of this Agreemenl 

12.5 Unless (lie context clearly indicates otherwise, words used in the singular include the plural, 
die plural includes the singular, and the neuter gender includes the masculine and die feminine 

12.6 This Agreement shall bind Ihe Parties in accordance with the provisions hereof, and noihing 
herein shall be construed or interpreted as creating any rights in any person or entity not a signatory hereto, 
or as being a stipulation in favor of any such person or entity. 

12.7 I f contemporaneously with this Agreemenl becoming effective, or diereaftcr, any Parly 
requests tliat any oilier Pany execuie an appropriate memorandum or notice of this Agreemenl in oi tier to give 
tltird p:irties notice of record of same and submits same for execution in recordable form, such memorandum 
or notice stall be duly executed by the Parry lo which such request is made and delivered promptly Uicrcaficr 
In the Pany making die request. Upon receipt, the Party making the request shall cause die memorandum oi 
notice ui be duly recorded in die appropriate real property or odier records affecting the Balancing Area 

12.8 Willi resjiecl to accounting treatment of any gas imbalances as may exist, the parues agree 
to use the "cumulative method" [as defined in Income Tax Regulation §1.761-2 (d) (4)] of accounting lm 
federal income tax purposes. The "entidements method" shall not be used for reporting gas sales from the 
properties subject hereto. 

13. ASSIGNMENT AND RIGHTS UPON ASSIGNMENT 

13.1 Subjecl to die provisions of Section 13.2 hereof, and noiwidisianding anything in diis 
Agreement or in the Operating Agreement lo the contrary, if any Party assigns (including any sale, exchange 
or oilier transfer) any of its working interest in the Balancing Area when such Party is an Underproduced oi 
Cv;r,;:cJ-ccd Fany, the assignment or other act of transfer shall, insofar as die Parties herelo arc concerned, 
include all interest of the assigning or transferring Party in the Gas, all rights lo receive or obligations to 
provide or take Makeup Gas and all rights to receive or obligations lo make any monetary payment which ina\ 
ultimately be due hereunder, as applicable. Operator and each of the odier Parlies hereto shall thereafter treat 
die assignment accordingly, and the assigning or iransferring Party shall look solely lo ils assignee or oilier 
transferee for any inlerest in ihe Gas or monetary payment dial such Party may have or to which u may be 
entitled, and shall cause its assignee or otiier transferee to assume its obligations hereunder 

13 2 The provisions of diis Section 13 shall not be applicable in die event any Party mortgages its 
unci est oi dis|>oses of its interest by merger, reorganization, consolidation or sale of substantially all of I K 
assets to a subsidiary or parent company, or to any company in which any parent or subsidiary ol such Pany 
owns a majority of die stock of such company 
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NEW MEXICO ENERGY, MINERALS and 
NATURAL RESOURCES DEPARTMENT 

Jennifer A. Salisbury 

GARY E. JOHNSON Lori Wrotenbery 
Stricter 

OU Conservation Division 

August 8,2001 

Jeff Phillips 
TMBR/Sharp Drilling, Inc. 
PO Drawer 10970 
Midland, TX 79702 

RE: 1) Application to drill TMBR/Sharp Drilling, inc., IEAVELI.E 23 « I, located in G-23.T16S.R35E 2038 FNL and 1W8 FEL. 
API number 30-023-35634 

2) Voiding API Number 30-025-35654 

Dew Mr. Jeff Phillips 

We can not approve Fwm C-101 Application for permit to drill the above well do to the overlapping of the dedicated acreage 
in the E/2 of Sec 23, Tin*, R35E. The proposed completion interval for this application waa the Townsend;Mis$issippian. North 
(<Jas) pool, with the E/2 of Sec 23. T16S. R35E comprising 320 acres dedicated to thia well. On July 30, 2001 the Oil Conservation 
Division office in Hobbs approved an application to drill a well from David H Arrington Oil & Gas, Inc. This well was the David H 
Arrington Oil & Gas, Inc., Blue Draice 23 # 1, located in I-23.T16S.R35E. 1980 FSL and 660 FEL and dedicated to thU well was the 
E/2 of Sec 23, T16S, R35E comprising 320 acres for the proposed completion in the TownsendMississippian, North (Gas) pool 
Therefor API number 30-025-35654 u> here by voided. 

Since TMBR/Sharp Drilling believes that they arc the only operator with the rights to drill this well, it is suggeiued that they 
take this mater up with David Arlington Oil & Gas Inc. 

Yours very truly. 

OIL CONSERVATION DIVISION 

District L Supervisor 

PFK 

Oil Conservation Division « 1625 French Drive * Hobbs. New Mexico 88240 
Phone: (505) 393-6161 * Fax (505) 393-0720 • http://www.ernnrd.state.nm.us 
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PQKo* 1980, HoMx. NM SK41-I980 
Diurtu II 
811 Soutk Fir*. Anew. NM 
Dlniki III 
1000 Mo Bsw» M.. AUK. NM (7410 
Di^riei IV 
2040 Somh Pechaco. S*nt« Fe, NM 8?J05 

State of New Mexico 
Energy, Mincmls ft N*(uml faaowet* Department 

OIL CONSERVATION DIVISION 
2040 South Pacheco 
Santa Fe, NM 87505 

Form C-101 
Revised October 18, 1994 

Instructions oa back 
Submit to Appropriate District Office 

State Lease - 6 Copies 
Fee Lease - 5 Copies 

O AMENDED REPORT 

APPLICATION FOR PERMIT TO PRILL, RE-ENTER, DEEPEN, PLUGBACK, OR ADD A ZONE 
1 Operator Name ana Addreai. 

TMBR/Sharp Drilling, Inc. 
P. O. Drawer 10970 
Midland, TX 79702 

• OGRID Number 

036554 

JL 
* FfVSartvpad* ' Property Nun* 

L e a v d l e M 23" 

• W*K fit. 

t 

Surface Location 

G 
Sectto* 

23 
Township 

16S 
RAnge 

3SE 
Î X Ida Fed Irom the 

2038 
North/South tine 

North 
Feel from ih* 

1998 
Eest/We* line 

East 
Court 

Lea 
' Proposed Bottom Hole Location If Different From Surface 

UL«r let Section Townifctp Rwfe Lotldn Feet Irom the So rtiv South UM Feel froa the Rert/West U>te> Cow 

'Propoaid Paul I 

Townsend; Mississippian, N. 
" Prapoeed P M I I 

Townsend; Morrow 

" WorkTrpeC«to 1 1 WeH Type Code " Leue Type Code " Ground Level Elevation 

N G R P 3965 
u Multiple , T Propated Depth " Fermstlen " Contractor "Spud Date 

Na 13,200' Mississippian TMBR/Sharp 9/01/01 
1 1 Proposed Casing and Cement Program 

HrttWet Caalnf SUe Caatot, weight/feat SeHfait Depth Sack* of Cement EadraatedTOC 

17V» 1W 54.5 429 500 Surface 

12% 9% 40 5,000 1800 Surface 
8 * 2 3 * 26 »,0Q0 1009 5,000̂  
6% 4% 11.6 13,200 135 11,900 

" Describe tbe proposed program. If this appUcation is to DEEPEN or PLUG BACK give the data on the present 
productive zone and proposed new productive zone. Describe the blowout prevention program, if any. Use additional 
sheets if necessary. 
It is prosoaed lo drill a 17H" bote to ±420' with fresh water & set 13%" csg & cement to surface. A 12V«" intermediate 
hole wiB be drilled to ±5000' with cut-brine system & 9%" csg will be set & cemented back to surface. A 3000 psi annular 
preventer & 3000 psi dual ram BOP will be used on the intermediate hole. As hole wlM be drilled to a TD of ±12,000' 
with FW mud where 7" est w , , t be set at TD & cemented back to the intermediate csf 0 5000'. We will drill a *'/4" hole to 
TD of ±13,200'. We plan to run a 4V4" liner to TD with top of liner © 11,900' 4 cement w/135 sacks, A 3000 psi annular 
preveater & a 5000 psi doable ram BOP wlH be wed on the «%" & 6'/4M hole. Mud up will occur between 9000 & 10,000' 
at several DST'i are planned. 

" t hereby f r W j duudx Intmuloinprren •tx>T» *Lfr»'i lfKl cwnplete t» the OIL CONSERVATION DIVISION " t hereby f r W j duudx Intmuloinprren •tx>T» *Lfr»'i lfKl cwnplete t» the 

Approved by: 

Printed r a m Leoale Arnold Tide: E 

Tittei ProaVeUott Manager Approve! Datet CxjKretioa Pstti | 

Duel Aujtut o, MM P a w . r*H) W9-5OJ0 Conditio** ol Approval i 1 
Attached • 1 

Permit Expires 1 Year From Approval 
D«t« Unless Drilling Underway 
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Stats of New Mexico 

(tier a 

DISTRICT 111 
iooa au ktw M., . m emo 
DISTRICT rv 
r.o, pu •»•*, ten* wt, KJL *r»o«™eaea 

O I L C O N S E R V A T I O N D I V I S I O N 
P.O. Box 2003 

Santa Fo, Hew Mexico B7504-208B 

WELL LOCATION AND ACREAGE DEDICATION PLAT 

BuacaM. l a 

Form C-10 
B»»UII« FoWru»j %t\ 1M 
iPtrnHmm Metric* ante 

ttoto U M - 4 Oafae 
FM U m - a c*pa» 

• AMENDED KSPOR 
4FI R a s i i n Fool M l 

86390 

Fool ffasM 

Townaend; MlaalsBlPPla 
FwpoK* Coaa 

^ 9S9Q 
Propa/V M«SM 

LEAVELLE 23 
T«U ftaaaW 

1 
aeaa 
036554 

Of aaatof Worn* 

TMBR/SHARP DRILLING. INC. 3965' 
Surfaoe Location 

UL OT lot No. Sect io* Taameaip an*** U* Vm Foot (torn thai K a a t k / a M t k Una Foot ty**a tha Xaa t / * *a t U M Cvoattj 

G S3 16-S 3 3 - E 2038 NORTH 1998 CAST LEA 

01 « M Hi. VoBtlaK Taanuai* 
Bottom Hole Location If Different Prom Surface 

b a p f Lot Ua I Fast froa tha 1 *wtV*""<* Use { Foot from tba I bet/toot lis* | Cooatp 

Seil«et*4 aorta 

320 
Joint or Infill CeoaoiMat in Ca4a Drdor Xa. 

NO ALLOWABLE WILL BE AS SICKED TO THIS COMPLETION UNTIL ALL INTERESTS HAVE BEEN CONSOLIDATED 
OR A NON-STANDARD UNIT HAS BEEN APPROVES BY THB DIVISION 

r 
SPC NME 
NA0 H27 

E-778S47.78 

1 

• 1998' 

OPERATOR CERTIFICATION 

/ kareoy cer*W Ma <A# * # M « n 
tofiroanoo' A * r « * M M a aa 

atur* 
Lonnie Arnold 

Prtato* Itaaao 

Production Manager 
not 

wmx 
Data 

SURVEYOR CERTIFICATION 

an 1M» part «tae peaMae' Aom / W 4 »#*»» «/ 
eH«el atmtyr »aa» »r aw er oaxar OH 
•upervtte*. ens t«ei •*> O M U l a w • » 
•«rr»o« <** >•!> t f any *«Ho/ 

JULY 26, 2001 
i»ta aurjajaol»»^ r ,̂t 

6 l ^ - a t o ^ 0 \ 
Wt->, 



Sen: By: CCTTCN BLECSCE; 915 682 3672; 22 Aug 01 !:40PM;Job 328;Page 7/9 

NEW MEXICO ENERGY, MINERALS and 
NATURAL RESOURCES DEPARTMENT 

GARY E . JOHNSON Lori Wrotenbery 

CattMt Secretary 

August 8. 2001 

Jeff Phillip* 
TMBR/Sharp Drilling. lac. 
PO Drawer 10970 
Midland, TX 79702 

RE: I) Application to drill TMBR/Sharp Drilling. Inc., Blue Fin 25 * 1, located in E-25.T16S.R35E 1913 FNL and 924 FWL, 
API number 30-025-35653 

2) Vwding API Number 30-025-35653 

Dear Mr. Jeff Phillips 

We can not approve Form C-101 Application for permit io drill the above well do to the overlapping of the dedicated acreage 
in the NWM of Sec 25, T16&, R35E. The proposed completion interval for this application wat a Wiidcat;Mis*i»aipptan (Gas) pool, 
with the N/2 of Sec 25, T16S. R35E comprising 320 acres dedicated to this well. On July 19. 2001 the Oil Conservation Division 
office in Kobbs approved an application to drill a well from David H Arrington Oil & Gas, Inc. This well was ihe David M Arrington 
OH & Oa*. Inc., Triple-Hackle Dragon 25 # 1, located in E-25.T16S J135E 1815 FNL and 750 FWL and dedicated to thia well was the 
W/2 of Sec 25, T16S, R35E comprising 320 acres for the proposed completion aa a WiIdcat;Mississippian (Gas) pool. Therefor API 
number 30-025-35653 ia hens by voided. 

Since TMBRVSharp Drilling believes that they are the only operator with the rights to drill this well, it ta suggested that ihey 
take this mater up with David Arrington Oil &. Ga* Inc. 

Yours very truly, 

OIL CONSERVATION DIVISION 

District 1. Supervisor 

PFK 

Oil Conservation Division * 1625 French Drive • Hobbs. New Mexico 88240 
Phone:(505)393-6161 * Fax (505) 393-0720 • httn://www.emirrd sute.nm in 
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PO Boa i m Mot*. KM K241-tM0 
Oiurwt tl 
911 Jo«di pira, Aiw»lt, NM M2to 
DuutaUi 
1000 Rio Bruat M,. ASKS. NM 17410 
WnrtctlV 
20*0 Sao* PKoaea. Sua* Ft. NM 17505 

State ofNew Mexico 
, Maorak * Natural Kaaaurcea Do 

OIL CONSERVATION DIVISION 
2040 South Pacheco 
Santa Fe, NM 87505 

Form C-101 
Revised October 18, 1994 

Imtructiccs oa beck 
Submit to Appropriate District Office 

State Lease • 6 Copies 
Fee Lease - 5 Copies 

O AMENDED REPORT 

APPUCATION FOR PERMIT TO DRILL. RE-ENTER. DEEPEN, PLUGBACK, OR ADD A ZONE 
1 Operator Naw aad ArtdraM 

TMBR/Sharp Drilling, lac. 
P. O. Drawer 10970 
Midland, TX 79702 

'OCaiDNantber 

036554 

1 Operator Naw aad ArtdraM 

TMBR/Sharp Drilling, lac. 
P. O. Drawer 10970 
Midland, TX 79702 

' ATtNoratw 

* Property Nama 

Btue Fin "25" 
* WtB No. 

1 
7 Surface 1 Location 

U l a - W M . 

E 
Sactloa 

25 
TownaWp 

16S 
Rant* 

35E 
IM ton Perl fnw» e » 

IHS 
Narthttouth Uaa 

North 
foot from dM 

924 
Esal/Wttl ttno 

West 
Cotatt 

Lea 
1 Proposed Bottom Hole Location If Different From Surface 

ULkrlOtM. Sedan TnrssMs •aaaa Lotto* Fool froa Iba Narth/Soulh 11M Foot from dw Esat/Wta Bnt Coon 

'rYoatpnfraot 1 

Townsend; Mbstsstpplan, N. 

M rrepoiad Pooti 

Towns*od; Morrow 

" Wor* TjpaCod* u W«« Trf» Co*c " CaW*/»o«»rr " f.taw Typo Coda u GrwMd t o d EtcTaMan 

N G R P 3959 
"Mufcipla " rrapaaro" Ptpt* "FarmaUw "CsetrotM* "Spa* Pate 

Na 13,200' Mississippian TMBR/Sharp 9/01/01 
tl j Proposed Casing and Cement Program 

Halt Silt Cattncftw Castas watflic/toot SotttaaOaprtt Sarin otCcnwuc Eptfmaud TOC 

17% 13*4 54.5 420 500 Surface 
12V4 9H 40 5,000 1800 Surface 
9* 7 23&26 12,000 1000 5.000 

4Vi 11.6 13000 135 11.900 

a Describe Use proposed program. If tbls application la to DEEPEN or PLUG BACK give the data on the present 
productive use and proposed new productive a m . Describe the blowout prevention program, If any. Use additional 
sheets if necessary. 
il is prososed lo drill a 17V»" hole to ±420' with fresh water fc set 13W csg & cement to surface, A 12V4* Intermediate 
hole will be drilled to ±5000' with cut-brine system fc 9HM csg will be act fc cemented back to surface. A 3000 psi annular 
preventer fc 3000 pat dual ran BOP wUJ be used on the Intermediate hole. An«W hole will be drilled to a TD of ±12,000' 
with FW mad where T'csgwilibesetatTDfc cemented back to the intermediate tsg <g 5000'. We will drill a W hob to 
TD of ±13,200'. We plan to run a 4U" liner to TO with top of User $ 11,909' & cement w/135 sacks. A 3000 pst annular 
preventer fc a 5000 psi double ram BOP will be used on the Stt" fc 6V4" hole. Mud up will occur between 9000' fc 10,000' 
fc several DST'i are planned. 

° t (xrabr sarttfy tflayheYJ!fori<v»4l<ni |l»«a a6a»« ii ima and comptata ta du OIL CONSI5RVAT10N DIVISION ° t (xrabr sarttfy tflayheYJ!fori<v»4l<ni |l»«a a6a»« ii ima and comptata ta du 

rMaaaa oaaaai Loaaia Amate' Wt: 

Tttk> Preductiaa Manaitx Approval Datr EspinttJoa Date: 

Date: Actual a, M01 R m e (Sli) »»-J»M CanaUtkau »T Approval i 

aMasM O 

Dato Unl*»B Drilling Undarway 
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DISTRICT o 
o.a. m w w BH arMa, W m i - B T I I 

DISTRICT HI 
iieo BW i NV 17410 

S U U of New Mexico 
. • - form C-iOS 

"•»—• "•"•»" — « « lrwium- m*«u roWwr is, KM 
Suotoit to aaproprttta putnov grow 

OIL CONSERVATION DIVISION «««• u«. - . c**. 
P.O. Box 20B6 U w » " * «•»*» 

S u U Pe. New Mexico 87504-2066 

DISTRICT IV 
r A Me a * * . «ORt n . K J L i WELL LOCATION AND ACREAGE DEDICATION PLAT • AafKMSlD RKP0B1 

Pool Coco 

86390 
I M « W o 

Tovrnsond; Mississippian/ N. 
Ti •party Cfte 

BLUEFLN 25 
»«U ffanov 

1 
OCMB No.' 

036554 TMBR/SHARP^SllNG, INC. 
f i w U a a 

3959' 

Surface Location 

ra o« in xo. • M U W To—ao>f Bo*** lat Ida root trom tba Kaatfc/taartlk Baa roat froa* tai • j ***Sn~A Uaa Coogatr 

E: 25 16-S 35-E 1913 NORTH 924 VEST LEA 

Bottom Hole Looetioa. If Different Prom Surface 
Ut a * lot Sa . footloa Lot Idm rest tnm tho Haata/tonta, ttaa foot froia tao Kaat/foat Boo 

•oatoataa 

320 

lotet or l a a U rwuoalHolloa CMo OMor Ka . 

NO ALLOWABLE WILL BS ASSIGNED TO THIS COMPLETION VKITL ALL INTERESTS HATE BEEN CONSOLIDATED 
Oft A NQN-8TANDARD UNIT HAS BEEN APPROVED BY THE DIVISION 

9Z*' • 

S P C KMC 
r « D 1927 

N . 8 5 K H 2 J . H 
E-781505 . .SJ 

OPERATOR CERTIFICATION 

I aanav «-HW Ma Ma tvwmftn 

taat ar <n« a~vl«a»i an* 

Lonnig Arnold 
PviataA Maaaa 

Production Manager 
TMa 

e/7/01 
Data 

SURVEYOR CERTiriCATION 

/ aanoy eirtV* Mot Ma ttwU lnaMan a n * 

m Mar tua» oiaOX A m /toU « • * » a/ 
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<*aar«<ia« anal I M Ma a m >• ' 
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FIFTH JUDICIAL DISTRICT COURT 
STATE OF NEW MEXICO 
COUNTY OF LEA 

TMBR/SHARP DRILLING, INC 

Plaintiff, 

v. No. CV-

DAVID H. ARRINGTON OIL & GAS, 
INC., JAMES D. HUFF, MADELINE 
STOKES, ERMA STOKES HAMILTON, 
JOHN DAVID STOKES, and TOM STOKES, 

Defendants. 

PLAINTIFFS COMPLAINT FOR DECLARATORY JUDGMENT. 
TORTIOUS INTERFERENCE. REPUDIATION, DAMAGES. 

AND INJUNCTIVE R E L I E F 

TMBR/SHARP DRILLING, INC. ("TMBR/Sharp"), Plaintiff, for cause of action against 

DAVID H. ARRINGTON OIL & GAS, INC., JAMES D. HUFF, MADELINE STOKES, AND 

ERMA STOKES HAMILTON would show the Court as follows: 

1. Plaintiff is TMBR/Sharp Drilling, Inc. ("TMBR/Sharp") which is a Texas corporation doing 

business in the State of New Mexico and with offices in Midland, Texas. 

2. Defendant David H. Arrington Oil & Gas, Inc. ("Arrington O&G") is a Texas corporation 

doing business in New Mexico and is a resident of Midland, Texas. It may be served 

Certified Mail. Return Receipt Requested, through its registered agent, Lewis Cox, III, at 311 

North First Street, Lovington, New Mexico, 88260. 

Plaintiffs Complaint for Declaratory Judgment, Tortious Interference, Page 1 
Repudiation, Damages, and Injunctive Relief *^L\.m\Wm\Wm\..--l-^*---^L-^-\ 

THE PARTIES 
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3. James D. Huff ("Huff') is an individual doing business in New Mexico and is a resident of 

Mineola, Texas. He may be served by Certified Mail. Return Receipt Requested, at P. O. 

Box 705, Mineola, Texas 75773. 

4. Defendant Madeline Stokes is an individual owning real property in New Mexico and 

residing in Ozona, Texas and may be served by Certified Mail. Return Receipt Requested, 

at Box 1115, Ozona, Texas 76943. 

5. Defendant Erma Stokes Hamilton is an individual owning real property in New Mexico and 

residing in Big Spring, Texas and may be served by Certified Mail, Return Receipt 

Requested, at 408 W. Washington, Big Spring, Texas 79720. 

6. Defendant John David Stokes is an individual owning real property in New Mexico and 

residing in Ozona, Texas and may be served by Certified Mail. Return Receipt Requested, 

at P. O. Box 1739, Ozona, Texas 76943. 

7. Defendant Tom Stokes is an individual owning real property in New Mexico and residing 

in Ozona, Texas and may be served by Certified Mail. Return Receipt Requested, at Box 

932, Ozona, Texas 76943. 

VENUE AND JURISDICTION 

8. Pursuant to New Mexico Statute 38-3-1 (D), venue is mandatory in Lea County, New Mexico 

because the real property, ownership of which is at issue, is located there. 

9. This Court has jurisdiction over the parties and the subject matter of this action. 

Plaintiffs Complaint for Declaratory Judgment, Tortious Interference, 
Repudiation, Damages, and Injunctive Relief 
Mid: SRICHARDSON\004 370\000021\297609.1 
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FACTUAL BACKGROUND 

ORIGINAL LEASES 

10. Effective July 1, 1998, TMBR/Sharp entered into an operating agreement ("Operating 

Agreement") covering oil and gas properties in Lea County, New Mexico. 

11. Exhibit "A" to the Operating Agreement described lands covered by the agreement including 

Section 24, T-16-S, R-35-E, in Lea County, New Mexico, and more specifically described 

two oil and gas leases, each of which cover, among other lands, the NW/4 SW/4 and NW/4 

NE/4 of said Section 24. 

THE LEASES 

12. The first lease ("First Lease") is an oil and gas lease made effective December 7, 1997 

between Madeline Stokes and Ameristate Oil & Gas, Inc. ("Ameristate"). 

13. The First Lease is recorded in Book 827, page 128 of the Deed Records of Lea County, New 

Mexico, as amended by instrument dated August 10, 2000. 

14. The second lease ("Second Lease") is a lease made effective December 7, 1997 between 

Erma Stokes Hamilton and Ameristate. It is filed in Book 827, page 124 of the Deed 

Records of Lea County, New Mexico as amended by instrument dated August 14, 2000. 

15. By Quitclaim Deed with Reservation of Life Estate and executory rights, Emma Stokes 

Hamilton granted John David Stokes and Tom Stokes her remaining interest in the Second 

Lease. 

Plaintiffs Complaint for Declaratory Judgment, Tortious Interference, 
Repudiation, Damages, and Injunctive Relief 
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16. These two leases, as amended, are herein referred to as the "Original Stokes Leases" or the 

"First Lease" and "Second Lease," and copies thereof are attached hereto as Exhibits "A" and 

"B" 

17. TMBR/Sharp is a successor in interest to Ameristate by assignment of the First Lease and 

Second Lease. 

THE POOLED UNIT 

18. On November 17,2000, TMBR/Sharp Drilling as operator under the Operating Agreement, 

filed an application for permit to drill (Form C-101) with the Oil Conservation Division 

("OCD") of the State of New Mexico, a copy of which is attached as Exhibit "C." 

19. On the same date TMBR/Sharp filed a well location and acreage dedication plat describing 

the pooled unit dedicated to the proposed well, the Blue Fin "24" No. 1 Well (Form C-102) 

with the OCD and outlined thereon the 320 pooled acres in Township 16 South, Range 35 

East, NMPM, Section 24: W/2, Lea County, New Mexico. A copy of this instrument is 

attached as Exhibit "D." 

20. The permit to drill was approved by the OCD on November 22, 2000. 

21. The Blue Fin "24" No. 1 Well was spudded in March 29,2001 and a drill stem test was run 

on May 15,2001. 

22. On June 3, 2001 casing was placed in the hole. 

23. On June 28,2001 the well was perforated and on June 29,2001 hydrocarbons were produced 

from the well. 

Plaintiffs Complaint for Declaratory Judgment, Tortious Interference, 
Repudiation, Damages, and Injunctive Relief 
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24. The well, which is capable of producing hydrocarbons in paying quantities, is presently 

waiting for a pipeline connection. 

25. The Original Stokes Leases each provides in Paragraph 5 in pertinent part: "Lessee is hereby 

granted the right and power, from time to time, to pool or combine this lease, the land 

covered by it or any part or horizon thereof with any other land, leases, mineral estates or 

parts thereof for the production of oil or gas Lessee shall file a written unit designation 

in the county in which the premises are located and such units may be designated from time 

to time and either before or after the completion of wells. Drilling operations on or 

production from any part of any such unit shall be considered for all purposes, except the 

payment of royalty, as operations conducted upon or production from the land described in 

this lease." (emphasis added). 

26. A portion of the lands covered by each of the Original Stokes Leases, namely the NWM 

SWM of Section 24, was included in the unit designation filed in Lea County, New Mexico 

with the OCD of the State of New Mexico during the primary term of such leases. 

Therefore, during the primary term, there was a well being drilled on a pooled unit which 

included Original Stokes Lease Acreage. Those activities were sufficient to preserve the 

leases beyond the primary terms. The First and Second Leases and all acreage described 

therein are now held by the Blue Fin "24" No. 1 Well, subject to continuous development by 

TMBR/Sharp as described below. 

Plaintiffs Complaint for Declaratory Judgment, Tortious Interference, 
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TOP LEASES 

27. On or about March 27, 2001, Huff acquired an oil and gas lease from Defendant Madeline 

Stokes covering the same lands and minerals covered by the Original Stokes Leases. This 

lease is herein referred to as the "Stokes Top Lease." 

28. The Stokes Top Lease purports to be for a primary term of three (3) years from June 7,2001, 

and as long thereafter as oil or gas is produced from said land or from land with which said 

land is pooled. 

29. On the same date, Huff acquired an oil and gas lease from Defendant Erma Stokes Hamilton 

also covering the same lands described in the Original Stokes Leases. This lease is herein 

referred to as the "Hamilton Top Lease." 

30. The Hamilton Top Lease is for the same primary term as the Stokes Top Lease. The Stokes 

Top Lease and Hamilton Top Lease are herein collectively referred to as the "Huff Top 

Leases," and copies thereof are attached hereto as Exhibits "E" and "F." 

31. The Huff Top Leases each provide in pertinent part: "This oil and gas lease is subordinate 

to that certain 'Prior Lease' [Original Stokes Leases] recorded in... Lea County Records, as 

amended by instrument dated... recorded... Lea County Records, but only to the extent that 

said prior lease is currently a valid and subsisting oil and gas lease." 

32. On or about July 12,2001 Michael J. Canon, an attorney in Midland, Texas contacted Randy 

V. Watts an independent landman working for TMBR/Sharp and Ameristate and other 

parties to the Operating Agreement. 

Plaintiffs Complaint for Declaratory Judgment, Tortious Interference, 
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33. Mr. Canon advised Mr. Watts that his clients-the Stokes Family-questioned the continued 

validity of the Original Stokes Leases, in that no pooling designation had been filed in the 

County Clerk's office of Lea County prior to the expiration of the primary term of the 

Original Stokes Leases. 

34. Mr. Phil Brewer, an attorney for TMBR/Sharp and other parties to the Operating Agreement, 

responded to Mr. Canon's inquiry by letter advising of TMBR/Sharp's position that the 

Original Stokes Leases were in full force and effect. 

35. Mr. Canon replied to Mr. Brewer's letter in writing indicating that the "Stokes Family had 

questions with respect to whether or not the lease [Original Stokes Leases] is in effect and 

whether Ameristate has taken the necessary and appropriate action to perpetuate its lease 

beyond the expiration of its primary term, June 17[sic], 2001." 

36. On information and belief, Huff has taken the position that the Original Stokes Leases have 

expired and that the Huff Top Leases are in effect. 

37. On July 19, 2001 Arrington O&G filed an application for and obtained a permit to drill the 

Triple Hackle Dragon 25 No. 1. Well on the W/2 of Section 25, T-16-S, R-35-E, Lea 

County, New Mexico. The OCD approved the application on July 19, 2001. 

38. The unit designated by Arrington O&G for this permit covered lands described in the 

Original Stokes Leases and the Huff Top Leases. 

39. On information and belief, Arrington O&G obtained this permit to drill on the basis of 

ownership rights claimed to be held pursuant to the Huff Top Leases. 

Plaintiffs Complaint for Declaratory Judgment, Tortious Interference, 
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40. On July 30, 2001,Arrington O&G filed an application for and obtained a permit to drill the 

Blue Drake 23 No. 1. Well on the E/2 Section 23, T-16-S, R-35-E, Lea County, New 

Mexico. The OCD approved the application 

41. The unit designated by Arrington O&G for this permit covered lands described in the 

Original Stokes Leases and the Huff Top Leases. 

42. On information and belief, Arrington O&G obtained this permit to drill on the basis of 

ownership rights claimed to be held pursuant to the Huff Top Leases. 

43. David H. Arrington ("Arlington"), President of Arrington O&G, made statements to a 

TMBR/Sharp representative that the leases held by TMBR/Sharp had terminated and his 

company intended to move forward with development. 

44. On August 8,2001, TMBR/Sharp was denied a permit to drill the Blue Fin "25" No. 1 Well 

on the E/2 of Section 25, by letter from Chris Williams, District I Supervisor for the Oil 

Conservation Division of the State of New Mexico, stating that the permit granted to 

Arrington O&G precluded the permit applied for by TMBR/Sharp. 

45. On August 8,2001, TMBR/Sharp was denied a permit to drill the Leavelle "23" No. 1 Well 

on the E/2 of Section 23, also on the basis of a letter from Chris Williams with like statement 

that the permit granted Arrington O&G precluded the granting of the permit sought by 

TMBR/Sharp. 

46. The Original Stokes Leases are in full force and effect. However, each of these leases 

contains a "continuous development clause." Specifically, in Paragraph 12 of Exhibit A of 

each such lease provides in pertinent part: "Should Lessee fail to timely commence a well 
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in accordance with aforesaid 180 days continuous drilling or development prior to the point 

in time the leased premises have fully developed then this lease shall terminate as to all lands 

not included in or otherwise allocated to a well unit." 

47. TMBR/Sharp attempted to drill two additional wells in accordance with the provisions of 

Paragraph 12 of the Original Stokes Lease, but was denied drilling permits by the OCD on 

its leasehold property because those lands are claimed to be subject to the Huff Top Leases. 

48. The drilling applications filed by Arrington O&G have prevented TMBR/Sharp from 

exercising its rights and fulfilling its obligations under the Original Stokes Leases. 

COUNT I 

DECLARATORY JUDGMENT: ORIGINAL STOKES LEASES 
ARE PROPERLY POOLED 

49. TMBR/Sharp incorporates by reference the factual information contained in paragraphs 1 

through 44 of this Complaint. 

50. TMBR/Sharp is an interested party under a written contract whose rights, status or other legal 

relations should be determined by the Court pursuant to the New Mexico Declaratory 

Judgment Act 44-6-1 through 44-6-15. 

51. TMBR/Sharp seeks a declaratory judgment from the Court that the Original Stokes Leases 

are in full force and effect because TMBR/Sharp was drilling upon lands properly pooled 

with the lands covered by the Original Stokes Leases across the expiration of the primary 

term as provided for in Paragraph 5 ofthe lease. 

52. Specifically, TMBR/Sharp seeks a declaratory judgment that its written unit designation filed 

in Lea County with the Oil Conservation Division of the State of New Mexico on 

Plaintiffs Complaint for Declaratory Judgment, Tortious Interference, Page 9 
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November 17, 2000 satisfied the obligations of Paragraph 5 of the Original Stokes Leases 

to properly pool the NW/4 SW/4 of Section25, T-16-S, R-35-E, into a unit comprised of the 

W/2 of said Section 25. 

COUNT I I 
DECLARATORY JUDGMENT: HUFF TOP LEASES NOT EFFECTIVE 

53. Plaintiff incorporates by reference the factual information contained in paragraphs 1 through 

44 of this Complaint. 

54. TMBR/Sharp seeks a declaratory judgment from the Court that the Huff Top Leases are not 

effective because the Original Stokes Leases are currently valid and subsisting oil and gas 

leases covering the lands described therein and superior in all respects to the Huff Top 

Leases. 

COUNT I I I 
TORTIOUS INTERFERENCE 

5 5. Plaintiff incorporates by reference the factual information contained in paragraphs 1 through 

44 of this Complaint. 

56. Arrington, Arrington O&G's and Huffs solicitation and acceptance of the Huff Top Leases, 

constitute deliberate and malicious tortious interference with the contractual relationships 

between TMBR/Sharp on the one hand and each of Madeline Stokes and Erma Stokes 

Hamilton on the other. 
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57. Huffs knowledge of the Original Stokes Lease is undisputed and clearly evidenced by the 

fact that Huff took a top lease that would not be viable until the expiration of the Original 

Stokes Leases. 

58. TMBR/Sharp has been denied its right to perform continued drilling operations on the 

Original Stokes Leases. 

59. Huff, Arrington and/or Arrington O&G have asserted that the Original Stokes Leases 

expired, that the Huff Top Leases were valid and subsisting oil and gas leases, and requested 

and received permits from the OCD to drill wells on lands and minerals covered by the 

Original Stokes Leases. 

60. Arrington O&G obtained drilling permits, told TMBR/Sharp employees that the Original 

Stokes Leases were expired, and performed operations on the lands covered by the Huff Top 

Leases. 

61. Huff, Arrington and Arrington O&G further knew and understood that TMBR/Sharp could 

not utilize its contractual rights i f it could not obtain permits from the Oil Conservation 

Division of the State of New Mexico to drill on acreage covered by the Original Stokes 

Leases. 

62. Huffs, Arlington's and Arrington O&G's willfully and intentionally committed acts 

calculated to cause damage to TMBR/Sharp and its lawful business and ownership of the 

property pursuant to the Original Stokes Leases. 

63. Huffs, Arrington's and Arrington O&G's acts were the proximate cause of damage to 

TMBR/Sharp in that TMBR/Sharp lost the opportunity or lost time in which to drill wells 
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on the pre-selected sites, and deprived TMBR/Sharp of the benefit of the Original Stokes 

Leases. 

64. TMBR/Sharp has suffered actual damage and loss by virtue of Huffs, Arrington's and 

Arrington O&G's conduct by losing drilling opportunities in that drilling rigs are now 

reasonably available and gas prices remain high. I f drilling is delayed, either rigs may 

become unavailable or gas prices may drop. Further, TMBR/Sharp has been damages by its 

loss of future production from the two wells it intended to drill but was denied permits for. 

COUNT IV 
TMBR/SHARP'S DUTY TO DRILL SHALL B E SUSPENDED 

65. Plaintiff incorporates by reference the factual information contained in paragraphs 1 through 

44 of this Complaint. 

66. Paragraph 9 of each of the Original Stokes Leases provides in pertinent part: "Should lessee 

be prevented from complying with any express or implied covenant of this lease, or from 

conducting drilling or reworking operations hereunder, or from producing oil or gas 

hereunder by reason of scarcity or inability to obtain or use equipment or material or by 

operation of force majeure, or by any federal or state law or any order, rule or regulation of 

governmental authority, then while so prevented, lessee's duty shall be suspended, and 

Lessee shall not be liable for failure to comply therewith, and this lease shall be extended 

while and so long as Lessee is prevented by any such cause from conducting drilling or 

reworking operations or from producing oil or gas hereunder, and that time while Lessee is 
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so prevented shall not be counted against Lessee, anything in this lease to the contrary 

notwithstanding." 

67. The conduct of Arrington O&G, acting on behalf of or in concert with Huff, in applying for 

and receiving permits to drill from the Oil Conservation Division on lands and minerals 

covered by the Original Stokes Leases, has caused the Oil Conservation Division to withhold 

the applied for drilling permits for the Blue Fin "25" No. 1 Well and the Leavelle "23" No. 

1 Well, thereby resulting in circumstances which have triggered Paragraph 9 of the Original 

Stokes Leases. 

68. Pursuant to the terms of Paragraph 9 of the Original Stokes Leases TMBR/Sharp seeks a 

declaratory judgment that its duty "shall be suspended" and it "shall not be liable for failure 

to comply therewith [the lease] and the leases "shall be extended while and so long as lessee 

is prevented from conducting drilling or reworking operations or from producing oil or 

gas hereunder," as a result of it being unable to obtain OCD permits for the drilling of the 

referenced wells. 

Plaintiffs Complaint for Declaratory Judgment, Tortious Interference, 
Repudiation, Damages, and Injunctive Relief 
M i d : SRICHARDSON\004370\000021\297609.1 

Page 13 



COUNT V 
EQUITABLE CLAIM: LEASE REPUDIATION 

69. Plaintiff TMBR/Sharp incorporates by reference the factual information contained in 

paragraphs 1 through 44 of this Complaint. 

70. Madeline Stokes and Erma Stokes Hamilton have, acting through their attorney, Michael J. 

Canon, wrongfully repudiated the Original Stokes Leases by asserting that the actions ofthe 

Lessee/Plaintiff are not sufficient, pursuant to the Original Stokes Leases, to perpetuate such 

leases beyond the specified primary term. 

71. Further, their assertions that the Huff Top Leases are valid and subsisting oil and gas leases 

and permitting Huff and Arrington to obtain the interfering permits, precluding the exercise 

by TMBR/Sharp of its rights pursuant to the Original Stokes Leases, constitute a clear and 

unequivocal challenge to TMBR/Sharp's title to the Original Stokes Leases. 

72. For such time as TMBR/Sharp is precluded from obtaining permits and pursuing its rights 

pursuant to the Original Stokes Leases, TMBR/Sharp requests this court exercise its 

equitable powers and suspend the running of any time period for performance by 

TMBR/Sharp pursuant to the Original Stokes Leases. 

PRAYER FOR RELIEF 

69. WHEREFORE, PREMISES CONSIDERED, Plaintiff TMBR/Sharp, Inc. respectfully 

requests the Court enter judgment awarding TMBR/Sharp the following relief: 
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a. All direct and consequential damages of Defendants' breaches of their duties as 

described herein; 

b. An award of damages for Arrington's and Huffs tortious interference; 

c. A declaration that TMBR/Sharp's written unit designation filed in Lea County with 

the Oil Conservation Division of the State of New Mexico on November 17, 2000, 

satisfied the obligations of Paragraph 5 ofthe Original Stokes Leases to properlypool 

the N/4 SWM of Section 25, T-16-S, R-35-E, into a unit comprised ofthe W/2 of 

said Section 25; 

d. A declaration that the Huff Top Leases are not effective because the Original Stokes 

Leases are currently valid and subsisting oil and gas leases covering the lands 

described in this Complaint; 

e. A finding that Madeline Stokes and Erma Stokes have repudiated the Original Stokes 

Leases; 

f. Equitable relief relieving TMBR/Sharp from any obligation to conduct further 

drilling operations required under the Original Stokes Leases pending a judicial 

resolution as to the validity of the Original Stokes Leases; 

g. A temporary restraining order and injunctive relief ordering Arrington O&G and/or 

Huff refrain from drilling any wells on and acreage covered by the Original Stokes 

Leases; 

h. Awarding TMBR/Sharp costs, reasonable attorney' s fees and pre-j udgment and post-

judgment interest at the highest lawful statutory or contractual rate; and 
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Awarding TMBR/Sharp such other and further relief at law or in equity to which it 

may be justly entitled. 

Respectfully submitted, 

COTTON, BLEDSOE, TIGHE & DAWSON, P.C. 
500 West Illinois, Suite 300 
P.O. Box 2776 
Midland, Texas 79702-2776 
(915)684-5782"? / 

SUSAN R. RICHARDSON 
RICHARD R. MONTGOMERY 
ROBERT T. SULLIVAN 

PHIL BREWER 
P. O. Box 298 
Roswell, NM 88202-0298 
(505) 625-0298 

ATTORNEYS FOR PLAINTIFF 

and 
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IC. L O T Weir , w m u m ^ 

o r - » n | - 4 J W W l n j u t o , * * ! * * , . I t k k U ^ m m * r „ • h _ H M b t*. nil a «nn» d or anj . M W f ^ i l l ~ J * _ * 

rgr*«UaB<>criliaU*4 

« * o ~ » t « n * L r i . p ^ 

ki or hii 

— * T l j " T - - H H i l l 

Madeline Stokes 

STATU OF TEXAS } 

COUNTY OP CrOttKctf | 

This instrument WM acknowledged before me on the day of Stp^embif • f 1997, py 
Madellne Stokes, dealing in her sole and icparale property. 

WotatyPuWle • • 
My commiiiion expires: 03 • <7» - 5 ' 

.. • • 
i'^'i •• •' 

1 . r i , i •*•*">. . 

JOOK 827 PAOI 
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EXHIBIT-A" 

Attached to ind made a part of that certain oi! and gai leue dated August 25, 1907, but effective 
December 7, 1997, by and bcrween Madeline Stokes, lessor, and Amen stale Oil A Gas, Inc.. lessee: 

12. Notwithstanding anything contained hereinabove to the contrary, it is understood and agreed that tl (he 
cjpiratiun of (he primary term, this lease shall terminate as to ail lands covered hereby not included in or otherwise 
allocated i<> a "well unit" as hereinafter defined, unless lessee is producing oil, gas or other hydrocarbons from any 
well on the leased premises, or lands pooled therewith, or is drilling upon said lands across the expiration of the 
priniaiy term as prodded for in the body of this lease, and docs not allow more than 180 days to elapse between the 
completion ur abandonment of one well on such land and the commencement of another well thereon until the leased 
premises have been "fully developed,*' as hereinafter defined Operations for drilling ofthe first such development 
well must be commenced (ft) within 180 days after the expiration ofthe primary term if production is established 
under ihis lease prior to the expiration of the primary term, or (b) within 180 days of completion ofthe well which 
is being drilled, tested or completed across the expiration of the primary term. Should lessee fail to timely commence 
a wdl in accordance with aforesaid 180 days continuous drilling or development prior to the point in time the leased 
premises have fully developed then this lease shall terminate as to all lands not included in or otherwise allocated to 
a well unit , Fur the purpose hereof, the term "well unit'' shall mean the proration or spacing unit created for a well 
capable of producing oil and/or gas or other hydrocarbon j in paying quantities as in accordance with the applicable 
rules and regulations of the New Mc-uco Oil Conservation Division or other governmental authority having 
junxJiuion, and the term "fully developed" shall mean the point in time when the entirety of the leased premises has 
been included in a welt unit or units as defined. The date ofcompletion of a wed shall be the dale of a potential test 
if a producing well and the date of plugging if a dry hole or abandoned wolL At the end ofthe continuous drilling 
program, ifany, this lease will automatically terminate as to all lands covered hereby which have noi been so fully 
developed and as to lands so fully developed shall terminate as to all depths lying more than 100* below the total 
depth drilled. 

I i Payment of shut-in gas well royalties will not be permitted to maintain this lease in force for any period longer 
ihan two consecutive years, without the written consent of Lessor. 

Signed for identification purposes: 

Madeline Stokes 

•.a 

STATE OF NEW MEXICO 
COUNTY OF LEA 

FILED 
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EXHIBIT B 

Plaintiffs Complaint for Declaratory Judgment, Tortious Interference, Page 18 
Repudiation, Damages, and Injunctive Relief 
Mid: SRICHARDSON\004 370\000021\297609.L 



Producer'! 88-Piid-up 14262 

OIL <ft GAS LEASE 

THIS AfiRCFMENT mtdu liiu. A u t u i t 23,1 » 7 , but affccthra; DcccmtMr7, l » 7 , botwaaa Zra ia Stolen H a a l h e a , daallni la bar Mb 
udKpwatcproperty , wfcou ni i rca j I i t . O . Box K70,BajSoriog,T«x»79731,har* - H a d ( C M c k a * * n a m H i — * A M I N I T A T I 
OU, 4 Orvs, t i c , 1211 W u - r T M X I S T H E T , Mreuuro, T a x x i 7»70». 

l t ^ . « M » l * * a w « c T O A O T o a / | 0 < i f c 
- 1 ""»* " " • " f a - ' • » » • = ' — " - « — ' h- ur -" • I n l Ini nrinl-ilTnTl laaai nrmnniiirin" af>n .< l l . t i | aiali.au, amaiuiia L l S . I 
aoaMn. U «W p«ua.ua< *U «W fr^ n j o j « , j u , wrvri, oOi« fW-ta, «v4 . « bu > W 4 > a w , U y » i , » . U«nv, aortal nil, W l ^ . 1.^. ~ , « L Z ^ " - ^ . • - • V -. l*)nWta« lava. aar*f, all, b 
•ad * * » */VH»UN. .ad ibinp ihamua bi prvaun, ana, i .L. «ra«C W , p w , aura ani aaarsof. ukt miner iU. t » tAkmkM aaaaiaad lad a L e t C w a t f , Naw 
M«xko,to«« 

T a w i h l a M V y i h . » . n t . M y m . N M F M 

SactSM Ul SV/i 

S a c t f s a U i S E V i 

Sacttoa Ml rW/4SWV4, NWASVA 

SEE EXHIBIT "A" ATTACHED KIRTT0 ANO MADE A PART HEREOF. 

IxJ a uainuinj Is axtvrlw 730.00 a n a tttaUkr a nouilry aayirlaB m i ar lot 

T W^uiionrtn-rwtMiiaM aaran amiUaa\t>U l^aS<ltram*k a lonalbrl tanaaf lana (1) >«S^Oa»»Tibar7JW,tCiUoi>«wyv«r iT,a»4atea 
taan^lu »* odor (a* u nr*duojd aom uW iut4gr Aran laid wit uld UD4 U puoJnd. 

l ' ll»r< T*1Uii«b»M">ylauaii r*:a)enuU,an4a^ 1/H afiat jjwJu^nvd uvnd Irori maLau^ kimaMb*ikUraa!al&f 
l-da.u^tw^cOn^U+n-airwrilriatiMlQ 
J . J ^ « M » — ^ u r » « . l . < i . . m - r W l ^ . r f - ^ l h . - . . A •* " -> ' " ' - ' • t - l f ' ! I*-**— — r - - i a T •T l t l f laa j lM. 

atanalaairiaJttf JrW aTi^anaanr iaaMiOTaaaaJa(4a i4aa>r^»^l l iu launUna wliaVtoJby aAtfrWVutrwkaraarandbVnll piaBaUuaaniaac 
nfl T I 1 — »-- r ' . . . i . Imiilrlni »i irfrlmm.il anlaufi will b a n ai. aitm Witt n •ln|ii«a.Hia«iaani«n.«atau aballn 
UO dm «i» nudttdj * d i * r.uJtkcracSara amuil Iraorsik. I w n y a ^ o r u a i W « ,«va<«t aVd-taroyilry aainlu T' ~ * | — i n i m rflanml a * KMaiJjai 
bnhiianfc* a i i aa rV* irKa**/aaaJngaiob acynMni laiandar. aul talon*, at aU a î4~a rayaky aaaMvtav>sad.aii taaaa AaUa^ antauaaaaal ft aViB Waaaaaaaa 
o»doj 4lunu.~ tuojf «v» fm • <atnti>rod»n«i nm, am i<j«Miipr«TUM, inany^t T'"«^»- I J A ^nt ) innw nWbanald * tauiarot la »n ju/ry cr pnrUaahna a» 
im^^raM p.y~»« wo^U b. W J M IO m n * . 0)<fQ,,llJ«» i^ixa wouJd hnyrjialjar t a IranrlTlaandl wore 11 (»« y, oduoa a 1aaaa)aaaf ar laaaaraflaatfena aad 
and-it royinioi m») »• made by abavk or /wy l^nry->«yn^ or ta»aW«rawt-ai iny«nyariijllirmda in • bou ( U a a l a ^ U aanatrapaftynaBt, aU<nUdl a 

— — •»••» — i «»- 1 Tn-h-"-r -AMi I i — Ti l f t i f l i i i r"r r nmim#i Piwaa kmiVa 
^» j i ^ — « n r i j ^ m j . a n .i-w .». i - _ i , ^ - ^ — — i ^ n - r - . i » — f..^. —-—•• ---f-)— r mt , 
^ank<OT^auwia»'.T<aRMaariai»an>^uanaaanBn Taairaaaaranliatda^aauUWiMaaarfaWaraaana 

ta <>• onaMWlaJ lo d a>> •«« anrtM aaMrf baa h aa^ 
TrkaT n>4l naa> inl Irnou^ racdrnd br I n M nxnr ^va>| a<IU 
wanwrt ar r*aMla*jry «rd«r» 

i TVI — L . I — i i — a - n ^ h - J t ^ t J . ! * . ^ — ( • * — * • — " • 1 « * « — ! . . • . — Y T " i — . ^ J . . ^ — — — . . T T 1 ] 

•arauidnr n ardor ia « n u n IMJ Unaa n kagc durinaihnpnnMrruraa ^ , T 1||— '- in i~ii ilnd • - rrllr-rl Tttn -"'ar*-atr f~f rr j lUa • l a a i t 
yul i II^JI nurnu—a ta dhe arn«i*Mn< a/ Pana/anll J Jraruaf. 

I I^an>.)vnnVa^^n«naM>l>aaa>ia.n^tlublli l^tope^ 
na^«ukaarvai>naNo/>aaHin~adtearaaar|ai —'-"r l a d n f m n tart Hit •an«ird|rir'tiaanWnr- ,Tj-|r- atjanTWI Tama lalm tan a j 
aTdMl!n«x> ** < 1 l̂ laiart1* Itaaouant nfiac Slat »TN*» Ma»a or tn; angr aaw lawaj aaaatn^larnMaMl =—*•'•*•-"'—/'r-1"!!!!^ | ' a ilnlaam irna 
nrtara ldMaS>('u<aT«^ anndi^ar^irMaiftaeaias^ln ia»1imaxaaaa*'aaaia»a^naUaa>ialaw 
aa ag«(<kii<>i of <*mt\x. Oifliac njxraUon. an or prxjuouon fr«n ary pkrt of inr ajon \aka^rll anaaowan-ni ftr *[1 pay ana, gtart q*a siyTaaa: sjlraytfy, tiaaaal^a 
aaiaMaad v««a, nr •roauiMi tani dn UiddiachM ta diUlannt. T>iar» aSall U tllaoaiallattialaial JrYaodby flat naann»J»a»<Ua»y aiAun«>a tirUairfa»vaal 

. — . U l — t ^ — j . . 1 - 1 — . — l t T — i — - ^ . V t ^ - — . , - l - p . . ~ 

• Oiaiaidbainuiilicbulnuntoaraa^KsncralnaaiaiC Tltfpra>>alg|ai»llooauda1ull W»araldaTaift»tllp»rrnnia. nWl-aaiiaMitayaaaalar4aTvaryafia)ia«T. 
a l» a.«»ifr[»^a»n ofpaOMl »>inaiU gomitni aaruon of »^Ui« o»v»^ta>«V and WctunnJ ii wldiaa b^ianalinanrw M»^a)iDn)Jtfo^aaaii««llai<iala 
OKlanmordialaaa rarjrpnJndi-n aailfnaud l^laainn. uaraiMbaranx taiytoala^ 
a lauatoi amy time altar oanalaian of i dry fcolror n^oaaaion a/* prgaWion aa ail4 ualL 

t IfaaiaaaAanai afttr i »wryur» laan • a»»all uaoa aiH Ural oaadbla aftraaajaiatt or a H ^ « raaathai wnnaaparf npamlrra fta arflltaaarranaraa^ aanaa. 
itaa lannaWI rvmia • faaa a» k » , M nfaniiaau ate pr nmual waa aa Baa aba af para ibai IW naawarra imyt, «*j»diir anan WM a alaw ta aa aW laaa a a* at at a 
aalndoridnnnn^wal-ra^aaJiraaryroaia^to ITaaWlaaaialralaaafaataiaajfj 
una, i l l»J« aaai aild land nVwid haarnn hoaarbla n/pradastit far ary atam, ibia I—i Anil a« urahaa tTlaaaa aamaaaoa of analiia far KaWom aWUngar mt 
aMarbn|w«un I*lili»ta\Ralar. IT any anlln^ adilionnl Mla«nrra«rfcin(aaannaaalnlrainn^ 
d^inear*ntJaTnMl*ap»wMaaharnMnar. 

t. LOT.Wta>~*M«a *t •<>.*' and1 nrnhr Ban Mai land. an*n*W««*galnaaaj*a^ nan1 (nflfe 
anli tat —i—i—* 'o—rdtAghnmianna^awyw^duratar ^atinnnynioonofatnUminmmri iUprsyaty «nUflaarmpJ^dnyU^onnnnUUU.taaWbaj 
•Mrta>UOrMnndranmaOaoa>a Vrnaa r^ulrad hy WnnW, kaaa a ^ ftu^ al plaa 
l»tthnT>dradf»i(10a^>'a*anTrniinji<anrnMTiaa» an laid laid anpVna UWlmnina laaar BaflnnradAaprlrurea, atkiimk aa4aanaaa,g/ank|aHa>aaa<lraM 
, ^ » « i l J I » d l » a a ^ a U a n ^ U a ^ " ' « » ' a i f a ^ ^ 

I T»nrif«« af otfiar anty anrauoiar any W anri»»ai i« tmMt m a tat and ^prnviifaMraaaof n*all mtmi la ttnaV U n . aaaaanri. irVranlnvaorn.. » . m aad andaa; 
bana<»Mad»a»aa^ard M Un.ara»aa^aaS» iiniitlnt Aabataaa^toaaltraiaa ilHaa M 
a a^anah aaraia arlaaa^ aaa-iiu a>« <aa^<r a M M 
laanananUaEarbanMaai^iannal^nnannaM nTaay aiO>a»»ia»a waaabta laaill 
dwaaA MaaaAcfllM aaaw. loan wy. a k> 
aarariavaor^iaablaanailMkanaaailainaM Apaa»n*nau a f * a Wa-aimaMn.nl I. 
D^aW'totKaaaBtafiMjlnlnlanaaa^ialw 
rTacnaad af»Vr«a«a»««aaaa< (a'nw^ 
^rla Urn lava: io*!*' « « ̂ °»<" . p « " f - " or ^ a u n l a a W a t l l frnnnrly -ompr), or nnln nxa Myaanx 

t - n n a l d l a a - b c a ^ ^ k - o a ^ - ^ - i a ^ a ^ 

U—n I t » aramaad aVU na be nawaad l a a , -yOar.| ai a a laamlelaa aOOTria»»>»«««ait . . . . . . 

•oca* 827-AM 124 , 



10. U > hnb, ««T«m, nuJ •ewWa.aWiaolW.toiiUla^ 

V V a a a n y r o i a T c j ^ i ^ a ^ 

rf>».~a.L. ——i A — ~. i fcii - • . tl rlIII 1nLV f 111 M 111ITTJ- « T n u l l • • • r t i | t i i i 

Erma Stokcj Hamilton 

STATE OF TEXAS } 

J"-
COUNTY OF HOWARD ) 

Tkii inalrament win aeknowUdged before mt an the *th day of Santambar . 1997, by 
Erma Stoke* Hamilton, dealing Id her wle and icparate property. 

m 
mam%mmmoi*a 

m Jawyl,1IN -
My i 
January i . 1396 

Notary iryPubUtf ~ 

aooK 827 •AO! 125 Q 



EXHIBIT "A" 

Attached to and made t part of that cartain oQ and gat tease dated August 23,1997, but effective 
December 7.1997. by and between Erma Stoke. Hamilton, lessor, and Ameriitate OU & Gas, Inc., 
lent* 

12. Notwithstanding anything contained hereinabove to the contrary, it il understood and agreed that at the 
expiration of the primary term, this lease shall terminate as to all lands covered hereby not Included in or otherwise 
allocated to a "well unit" as hereinafter defined, unlet! lessee is producing oil, gas or other hydrocarbons from any 
well on the leased premises, or lands pooled therewith, or is drilling upon said lands across the expiration ofthe 
primary term as provided for in the body of this lease, and does not allow more than ISO days to elapse between the 
completion or abandonment of one well on such land and the commencement of another well thereon until the leased 
premises have been "My developed," as hereinafter defined. Operations for drilling ofthe first such development 
well must be commenced (a) within 180 days after the expiration of the primary term If production is established 
under this lease prior to the expiration of the primary term, or (b) within 180 days of completion ofthe well which 
is being drilled, tested or completed across the expiration of the primary term. Should lessee fail to timely commence 
a well in accordance with aforesaid 180 days continuous drilling or development prior to the point in time the leased 
premises have fully developed then this lease shall terminate as to all lands not included in or otherwise allocated to 
i weD unit. For the purpose hereof, the term "well unit" shall mean the proration or spadng unit created for a well 
capable of producing oil and/or gas or other hydrocarbons in paying quantities as in accordance with the applicable 
rules and regulations of the New Mexico Oil Conservation Oivision or other governmental authority having 
jurisdiction, and the term "fully developed" shall mean the point in time when tha entirety of the leased premises his 
been included in a wdl unit or units as denned. The date of completion of a well shall be the date of a potential test 
if a producing well and the date of plugging if a dry hole or abandoned welL Al the end of the continuous drilling 
program, if any, this lease will automatically terminate as to all lands covered hereby which have not been so fully 
developed and as to lands so fully developed shall terminate as to ill depths lying more than 100* below the total 
depth drilled. 

13. Payment of shut-in gas well royalties will not be permitted to maintain this lease in force for any period longer 
than two consecutive years, without the written consent of Lessor. 

*4 

Signed for identification purposes: 

ffcrma Stokes Hamilton 

S COUNTY OP LEA U a &v 

'4 FILED 
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EXHIBIT C 

Plaintiffs Complaint for Declaratory Judgment, Tortious Interference, Page 19 
Repudiation, Damages, and Injunctive Relief 
M i d : SRICHARDSON\004370\000021\297609.1 



JUL-10-OI 7UE 09:39 AX fAUt 

Ouuict I 
FO Sw t*». Hoe»«. NM M241-U80 
frarto.ll 
I .I Soulb Fun. Anoil. NM aUlO 
Buna III 
1000 Klo l n u « H4 . Alice. NM 17410 
Duma iv 
20M Sawa ractxea. S J O U F«. NM 1730} 

r 

V v State of New Mexico 
Vartr, auacrali a Naturaltwxuilli 

tpanSMAf 

OIL CONSERVATION DIVISION 
2040 South Pacheco 
Santa Fe, NM 87505 

V - FonnC-iOl 
Revised October 13.1994 

latuucdou on back 
Submit to Appropriate District Office 

Sate Lease - 6 Copies 
Fee Leua • } CoplM 

AMENDED REPORT 

1 Oatraur Kuu tiwl AtUnm. 
TMBR/Sharp Drilling, Inc 

P. O. Drawer 10970 
Midland, TX 79702 

1OCT1D Niaabar 

036354 

'FrepanrCaaa 'fnaau) Nina 

Blue Fla -24" 
'WdlNa. 

1 
7 Surface Location 

UI. ar tofaa. 

M 
Sctoaa 

24 
1'n.aaWa 

KS 
K a a i . 

35E 
Lai 14a r m I r a n U M 

660 
N « t l / a » » t a tint 

Wtct 
Faaifraai laa 

760 
laa /Wcat l taa 

South 
Cauat 

Last 

* Proposed Bottom Hole Local on If Different From Surface 
I ' l i r w i a . Sccliaa T a - a a a l a Xanta La i Ida f a n A M O K Manh/Soutklhu F t i c f raa t lM EaavWtatUaa Caaa 

'Propoard 1 

Touiucnd (Morrow) 
" F r a p * * ^ tvmi 2 

" War* T re t C a * " WtU Traa CaOa "CakW/aatarr " L a u a Typa b a u C r * a a 4 L » « 1 B m d « 

N G R P 
" r n p m l D ^ I " r a r a a a a a " C a a n c n r " S a a a D a U 

No 12.800' Morrow TMBR/Sharp 11/19/00 

" Proposed Casing and Cement Program 
CaaneSb* Caa'af MKat/hat Smlsa Depth SaduarCaskM CabnaaaTOC 

17V4 13% 48 450 440 Surface 
U 8% 32 5.000 1,800 Surface 

VA 5^ 17 12.800 1,200 4^00 

u Describe the proposed program. If tab application la to DEEPEN or PLUG BACK giro tha data en tha present 
productive zona and proposed new productive zone. Dcecrtb* the blowout prevention program, If any. Use additional 
sheets If nececaarr. 

It Is proposad to drill a 17H" hoia to ±450' with FW, set 13tt" caslnf and cement catlnt back to surface. An 11" 
latcrnadiate hole will then ba drilled to ± 5,000' w/brlne-eut brim system and aa We" castnf string win be set and 
cemented back to surface. A 3000 psi annular preventer and 3000 pel dual ram BOP will be used on tha tettraedtate bob. 
A 7 V hola wiil be drilled to an approximate TD of 12.800' w/FW mod. The SW casing witt be set at TD and cemented 
back to tha intermediate casing at 5,000'. A 3000 pd annular preventer and a 5000 pal dual ram BOP will be used on tha 
VAT hola. Mud up will occur between 9,000' and 11,000' and several D$Ts are planned. 

" 1 kenkr cartifr laaC iha arfinaartaa xjra ohm a tna aad caapuaa n aw 
httitimf k»a«*ad|. aad aaW. O I L CONSERVATION DIVISION 
" 1 kenkr cartifr laaC iha arfinaartaa xjra ohm a tna aad caapuaa n aw 
httitimf k»a«*ad|. aad aaW. 

Aaprmaert ^HIUINAL SJIfiMciD BY 

IVaua^au/ArijV^. t g f ' ™>- .C!£i-D REP. I| 
Tom VnttmtUm aaertrtiDua yjpjy J 1^^ggja^aindeaDaw 

Date Mnaatiir IS. Mat tfeaaai [»1T> er*-«aj CaaaUaaaaf Afaranii 1 
Imikil a 

. . . . . . w ^ . . - . . . . . . . . . . r , ^ , t . . „ 

Date Unless Drilling Undnrway 

H 
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Plaintiffs Complaint for Declaratory Judgment, Tortious Interference, Page 20 
Repudiation, Damages, and Injunctive Relief 
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EXHIBIT E 

Plaintiff's Complaint for Declaratory Judgment, Tortious Interference, Page 21 
Repudiation, Damages, and Injunctive Relief 
M i d : SRICHARDSON\004370\000021\297609.1 
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OS, t 4JU taaaa 
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1. ti i ia i u i iti • aa mm mm mmm mimi la ***** K U . laaaiat •* * i a im km i. i ig i. aaa 

• S t k a a a i a l a l a * k n k i * * * * * * * * * * * *m mt t a a i p H B a i • * U M l a a i a a k a a a l a M U l s « l , hm*r**r f a i a a a l 
l a a a m a l — t a a I a a a a a I Oaa * * • i i a a j m a « t a n a n l a w l i a . a a a l t r r a a j . | i i g i n l i a , a a a U l a a . a a a a y 
***t J i l a n l a g a l l aaal a a a . l a j l a r l a g a w , l a a a m a . I*a i a r t a t a a . a a d a a a l a t a a - a a i a n a a m w , l a g a a g 

i a l H l i • I1 a k a , a i * u i , I • I n a n 111 i t . a a a a a a a a a m a a i m a a a H U M t i n i a a a r a . 
» r « » i a n 111 i t * * * * * ***t a i n a a i a T ' ' - . t a a r . H n i a a d u n i k i d l a a a i a ( j . e 

•aaaaala 14 laaa a • »a laaa. tJt.*JH. 
a U . U a . T j . S S * ' -
C l a t l i a k a / 4 

« i a i l a a M i k a / i a a / t . B a / a a m / l 

a i aa I ta a a . a m / a 

a a t l a a l i • a a l a a j i l n H t . t a a a x a a . a a a t t o r I t i i i i l l f a a a a r l a a a a u t aa l a a a . 

U M * mhaa laakaa a k a l l an I l a l a J a r a a a a a a t*mm rt U a a H I 
» U t a a l l a a * » H a » r T « i a a * l aaal a a l a a a a a a a t M u t U a p a l t 

S . B a t t a | t r a i n t a a a a a a * » r I a a a . ( a l a a a l l . tmd i k i U a a i a k g d r a n a k i a a * * * * * a t a k a a a l l . t k r a a -
alakaaatto ia/lt-tot a* taa* ********** aaa aaiai tm*m ***** aaam. aaaa to to daUwaaad at tha aalla ar ta taa *m**±t 
i t I r - t i r I t * * - * r ' w ~ " — *a> Maiak a t o a a i l a a a c k a m m u a n 0» l a a a a a . I - - • - - — - * ; , 

a a a l a u a m*f a a a r a a X a a a mt * * * * * * * * * * * * a t o a a a t a a a a t a a a 

• a t a a 1 I a t . I I a a i u n a a a a •« in a taa p a a a a t l a a a a i a W I aa- l a * 
i a a a t o a t m r m*m a a a a a a i a k a a w a a a a a mt t a a a u a a aaT a a a k a a l n aar a r a a r 
a c a a a a l a a h l a k a a a a l a a a l a i l a a i l , a l a a a k i l n a i n a f a a a * * * * * * * * . t a a a a a 
i to Haa — * * * * T a a a k l a» a t o | n a l • i a a a l a a a a a a a a a * * * * * a a l l a a a f k a a I 11 fa I I 

a a a a a k i l l to a l l a a a a a a t a t t o l a a t i n a a l k f t a O a l a a a a 
total g u t i l l i a m t f a i l a a a a I T a a a a a a l l a l a a k a a a a a , a / t a r 

t t o a a * t i X mm a a a i m i l l l a t t o L a a a I • i « k v a a l a l a a a a 

at aagaaaat a a a a l l a a i y aaT t a i a l r r . t a to t t o a t I r a a a . 
a a a * l a a a a a a a a a a k i a a l f a a « l u l l a i d l a a a a a a a i t l a a t o a a a a 
t t o t a a a a m t t a l a J a a a a . tor j i t l i I a a l t — — • * * r 1 a 

**t a acr aa«a aa tto aaaa aa aaa aaT >t i kaiai ta t*^*mtf**rim. 

a a l l a a v a l l a , a a a I c t a a f r i • i l a l a 
kaaa a a i a l a a a . a c . rfta t t o • g l m l i a a C t t o | i l i n y aaaa> a l l a a l l a 

a a a a a a a a a . I t 

t . t a a a a a a t o U * a V a a a a a a < a U . a a a a n a w t a a a a i a _ t - r * . . 1 a - a m 1 — a a a • a a l l a a a a V t a a t o . 

iaaa ra.i 

ait»| kaaaaaaac aar to n i l p i l la m i l aa la aaat aaat ato tat iiiliat toaal aWU 
aaaa. laaltl aai I I . ail a aaal taalaaat kua to ******* la tto aaaaala mt *t 
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mm l a a a a • • • • a l a mt , mm a l a a i a t a a a a a t a a . • • a l i i M a c a a a , - l a I I | » 1 > 1 M , ) _ , j I ' * 1 —-*1 M n 
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EXHIBIT F 

Plaintiff's Complaint for Declaratory Judgment, Tortious Interference, Page 22 
Repudiation, Damages, and Injunctive Relief 
M i d : SRICHARDSON\004370\00002l\297609.1 
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